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NOTES OF THE MONTH 


International Repercussions of the Berlin Crisis 





LETTER written by a German in Berlin at the end of the 
first week in July praised the great effort of the Western 
\llies in the airlift, which was making sleep impossible in the city 
but had produced a calm and confident mood in the people de- 
spite the double tension resulting from the political and currency 
crisis. The writer hoped the situation would not be allowed to 
degenerate into an ‘endless paper warfare’ between the Great Powers, 
! | with Berlin alone having to bear actual physical deprivations in 
iddition to an anxiety which would be shared by all those outside 
1 the city who realize what is at stake. It is becoming plain, after 
four weeks of siege and airlift, that the issue cannot be settled 
merély by continuing to feed and fuel the Western sectors of Berlin, 

even if it proves possible to do so for many months to come. 
With the despatch of the Western Powers’ Note to Moscow on 
9 July the affair ceased to be a local Berlin matter to be settled by 
the Commanders in the city, if indeed it had in fact ever been a 
purely local problem. While this Note justified the claim of the 
Western Allies to be in Berlinas of right and declared that questions 
at issue between the Powers regarding Germany in general could 
only be discussed after communications between Berlin and the 
Western Zones had been restored, the Russian reply received on 
14 July stated that the right of the Western Powers was bound up 
vith the obligatory fulfilment by the Powers occupying Germany 
of the quadripartite agreements concluded between them in 
relation to Germany as a whole. The action of the Western Powers 
| carrying out the special currency reform, in introducing special 
irrency notes for the Western sectors of Berlin, and their policy 
‘dismembering Germany’, had violated, in the eyes of the Soviet 
vernment, the agreed decisions regarding Germany previously 

lopted by the Four Powers. 

| lhe consultative council of the Western Union, at their meeting 
...-J t the Hague on 19 July, discussed a number of international pro- 
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blems of direct interest to the five countries, including that of 
Germany. Their exchange of views made it abundantly clear that 
the Ministers were completely at one in their attitude towards 
these problems. The consultative council of the Western Alliance 
cannot, of course, itself take any action regarding Berlin, since it is 
the immediate responsibility of only two of the five members of 
the council and of the United States, which is not a member. 
Moreover the fall of the French Government on 19 July brought 
a temporary element of uncertainty into the attitude of France. It 
should also be recalled that on 30 June the French Government 
asked the United States and Great Britain not to take any uni- 
lateral measures in Germany. On the other hand, eight U.S. 
military representatives arrived in London immediately after the 
Hague meeting of the consultative council to take part in the dis- 
cussions of the permanent military committee of the Western 
Alliance on the organization of Western defence, in which Cana- 
dian officers will also take part. 

There have been a number of official statements with regard to 
the situation in Berlin, on both sides of the Atlantic. In the House 
of Commons on 30 June Mr Bevin declared: ‘We cannot abandon 
those stout-hearted democrats who are refusing to bow to Soviet 
pressure.’ He ended his speech with the words: ‘If the recent diffi- 
culties over Berlin are completely removed we shall be ready to 
discuss the Berlin situation on a Four-Power basis. In the mean- 
time, we must go on with all our plans to meet the situation. If that 
situation is eased, so much the better, but we cannot take any risks.’ 
The leaders of the Opposition supported the Foreign Secretary’s 
attitude, and Mr Eden declared: ‘If ever there was a time to stand 
firm, it is now; if ever there was a cause in which to stand firm, 
it is this.’ On the day of the debate in the House of Commons the 
U.S. Secretary of State reaffirmed the intention of the United 
States to remain in Berlin and share in the duties of occupation. 

In the meantime some sixty United States Super Fortress bombers 
have arrived in England and seventy-five jet-propelled fighter air- 
craft (36th U.S. Fighter Wing) are on their way and will have 
reached Britain by the beginning of August en route for the Ameri- 
can zone of Germany. General Clay, the American Commander in 
Germany, has gone to the United States to discuss the Berlin 
crisis with Mr Marshall, who at a Press conference on 21 July 
declared that the United States would not be coerced or intimi- 
dated in any way in their procedures under their rights and re- 
sponsibilities in Berlin, and generally in Germany. ‘At the same 
time,’ he went on, ‘we will proceed to invoke every possible source 
of negotiation and of diplomatic procedure to avoid the tragedy of 
war in the world. But I repeat, we are not going to be coerced.’ 
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The Republican candidate, Mr Dewey, and his adviser on foreign 
affairs, Mr John Foster Dulles, have been kept informed by the 
Administration on developments in Germany. Mr Dewey has 
emphasized the need for the greatest care in handling the situation. 

Mr Bevin informed the House of Commons on 22 July that 
British policy remained the same, and that, in the words of Mr 
Marshall, ‘we cannot be coerced’. He continued, ‘and as soon as 
the technical difficulties which have prevented normal communica- 
tion with our sector of Berlin have been removed we shall be ready 
to discuss Berlin and other matters with the Soviet Government’. 
The reference to technical difficulties is interesting, since they were 
the original reason given by Marshal Sokolovsky for the stopping 
of rail and road trafic between Berlin and the Western Zones. 
They were not mentioned in the Soviet Note. 


Vediation and Cease Fire in Palestine 

The central point in the development of the Palestine question 
during June and July was its exposure of the military weakness of 
the Arab States. Throughout its handling of the question the 
United Nations has either not had the will, or felt bound to deny 
itself the means, of enforcing any decision. It has made recom- 
mendations and issued injunctions, but its executive actions have 
been limited to mediation and supervision. So the course of events 
has been determined more by what was done in Palestine than by 
what was said at Lake Success. ‘The bout of open fighting which 
legan on 15 May was ended on 11 June, when a four-week truce 
called for by the Security Council’s resolution of 29 May came into 
force. During that time the Arab forces had succeeded in occupy- 
ing a substantial part, but by no means the whole, of the area 
allotted to them by the Assembly’s partition resolution of 30 
November. ‘They were able, however, to restore a measure of civil 
administration in those Arab areas, and the Arab Legion in Jeru- 
salem had compelled the unconditional surrender of the desper- 
ately defended Jewish quarter of the Old City of Jerusalem. The 
\rab quarters of new Jerusalem remained in Jewish hands. 

The truce was supervised on the spot by the United Nations 
(ruce Commission, consisting of the consular representatives in 
Jerusalem of the U.S.A., France, and Belgium, in co-operation 
vith the United Nations Mediator, Count Folke Bernadotte, 
ippointed by the Security Council on 20 May, and with the assis- 
tance of a corps of military observers, with ships and aircraft, 
from the three nations mentioned. On 4 July the Mediator in- 
formed the Council that he had found ‘a common denominator . 
affien ned by both sides . . . the recognition of the necessity for 

aceful relations between Arabs and Jews and of the principle 
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of economic unity’. He had therefore tentatively put forward a 
plan for a federal union of Palestine and Transjordan, with Arab 
and Jewish States whose boundaries would be determined by 
negotiation with his help. 

These proposals were flatly rejected by both parties, and on 
9 July the fighting was resumed. Its course was distinctly unfavour- 
able to the Arabs, Jewish gains including the capture of Nazareth 
from Arab irregulars and the opening of the Tel Aviv—Jerusalem 
road by the capture of Lydda, Ramle, and the coastal plain as far 
as Latrun. The Security Council on 15 July issued a renewed order 
to cease fire, this time with an explicit threat of sanctions. Under 
considerable pressure from Britain, the Arabs again complied, 
and the fighting came to a ragged end on or after 18 July. 

The position of the Arabs today is undoubtedly weaker than 
it was a month ago. Count Bernadotte is again at work, but he too 
will have to take account of a Zionist victory. There is a strong 
movement among the Zionists permanently to exclude from their 
territory its Arab inhabitants, of whom 300,000 are now refugees 
in the surrounding countries. The only substantial bargaining 
point left to the Arabs is their power to deny pipeline supplies to 
the Haifa refineries and economic outlets to the Zionist State. 
But the bitterness of defeat is likely to damage the present Arab 
Governments’ stability and their relations with the Western Powers. 


The Battle for the U.S. Presidency 
The candidates in the American Presidential elections have now 


been chosen, the first shots have been fired, and the lines on which | 
the battle will be fought are being drawn. The contest will be | 


almost entirely between the two traditional parties, although neither 
will be able completely to disregard the appeal of Mr Henry 
Wallace for certain independent groups. However, he is not now 
expected to attract as many votes as was at first conjectured. The 
Republican team could hardly be stronger. Governor Dewey and 
Governor Warren are both comparatively young, both are proven 
vote-getters, both are experienced and respected administrators. 
The coldness of Mr Dewey’s political personality is counteracted 
by Mr Warren’s humanity and liberalism. Mr Dewey’s candida- 
ture leaves little doubt that New York State will vote Republican, 
Mr Warren’s that California will do the same, and, under the 


electoral college system, the votes of these two States make victory | 


practically certain. It is perhaps not surprising that, in the weeks 


before their convention, the Democrats were searching desper- | 


ately for a candidate with greater electoral appeal than President | 


Truman. General Eisenhower was not prepared to offer himself 
as their saviour and he was the only alternative on whom both 
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wings of the party were prepared to agree. The Democrats were 
therefore forced to fall back, unwillingly, on Mr Truman. 

It became hopeless to try to hide the lack of unity in the Demo- 
cratic party when the ‘bosses’ from the Northern cities joined 
the liberals in defeating the efforts of the Southerners to elimin- 
ate the promise of Federal guarantees of civil rights for negroes 
from the party platform. The Northerners, resigned to the defeat 
of their Presidential candidate, were concerned only with en- 
suring that the negro and liberal votes in the cities should be cast 
for the Democrats in the local elections, which are held at the 
same time as the Presidential election. Some, but by no means all, 
of the Southerners are avenging the affront by active opposition to 
Mr Truman, but it is as yet too soon to assess its effects or the 
lengths to which it will be carried; there does not seem to be any 
danger that it will lead to Southern support for Mr Dewey. The 
choice of Senator Barkley as Vice-Presidential candidate does little 
to reinforce the Democratic team in the present fight, but his 
acceptability to both wings of the party, the great respect in which 
he is held, and his long experience in Congress make him a very 
suitable leader around whom to rally the party after defeat. 

The dissension at the Democratic convention at least proved 
that the party was far from dead, and Mr Truman’s defiant recall 
of Congress has given him the initiative in the coming campaign. 
Although developments abroad may provide real justification for 
this summons, its inspiration was purely political, Mr Truman 
has challenged the Republic majority in Congress to improve its 
record, particularly on housing and price control, and to redeem 
the party’s platform promises, in the confident hope that it will 
do neither. The furious reaction of the Republicans to this move 
is evidence of its astuteness. Their leaders are as aware of the 
party’s liabilities on the domestic side of its balance sheet as they 
are of its assets on the foreign side, which was much strengthened 
at their convention by the defeat of the isolationists both in the 
drafting of the platform and in the choice of candidates. It was 
therefore unlikely in any case that they would be willing to leave 
the conduct of foreign affairs unquestioned during the campaign, 
although the fundamental principle of the international obliga- 
tion of the United States will not be an issue. The desire of the 
Republicans to take vengeance on Mr Truman, and their bitter- 
ness at being kept in Washington when they should be at home 
electioneering, will make them even less receptive to any sug- 
gestion that they should relinquish an advantage. Sincere regret 
will, however, be felt by many Americans if, when it is so important 
to show a united front to the world, internal political pressures 
prove stronger than the sense of international responsibility. 

















THE BREAKDOWN OF FOUR-POWER 
RULE IN BERLIN 


HE Berlin crisis is primarily one of Great Power relations, 

expressed in the failure of the Western democracies and 
the Soviet Union to reach a working compromise there. But 
its essential background is the situation in Berlin itself and the 
manner in which its occupation by the Allies has worked itself 
out from the beginning. 

Three years ago, on 3 July 1945, seven weeks after the German 
surrender, American and British forces entered Berlin. The 
meeting of American and Soviet troops at Torgau on the Elbe 
had been followed by a period of impatient waiting. When at 
last the moment came to move, Allied correspondents waiting at 
Weimar in Thuringia to approach Berlin via Halle were told that 
they must reach a certain bridge on the Halle-Berlin Autobahn 
by six o’clock the next morning, for otherwise the Russians might 
refuse to let them enter. The people of Berlin welcomed the 
British and Americans with open arms; the often repeated greeting 
was, ‘Why did you not come sooner? The Russians keep telling 
us not to take any notice of you since you are only here as guests.’ 

The Russians had, in fact, already begun to organize the city’s 
administration in their own way. All important positions were 
filled by Germans who were either politically servile to the 
Russians or were Communists trained in Moscow, such as Karl 
Maron, Winzer-Lorenz, Wilhelm Pieck and his son. On 19 May 
1945 the first meeting of the new City Council was held; the 
Soviet military authorities appointed as Oberbiirgermeister 
a harmless non-party man, Dr Werner, but the real power was in 
the hands of his deputy, the Communist Maron. The fact that 
the Russians were first in Berlin and were able to place men in 
key positions is essential to an understanding of developments 
during the past three years. Moreover the Western Allies did not 
realize that from the very first Russia’s whole outlook on the 
future of the city was entirely different from theirs. 

Despite the fact that Berlin was divided first into three, and 
later into four, sectors, the city could obviously only be adminis- 
tered as a unit, otherwise there would be chaos. But to make this 
administration work when one of the partners was following quite 
a different line from the other three was clearly very difficult. 
The city is the headquarters of the most important Allied organ- 
ization in Germany, the Allied Control Council, the supreme 
authority of the whole country which has not met since 20 March 
when Marshal Sokolovsky walked out. But the affairs of Berlin 
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itself are managed by the Kommandatura, which has also been 
at the centre of the present dispute. This is the governing body of 
the city of Berlin, and the City Executive (Magistrat) and the 
City Assembly (Stadtverordnetenversammlung) are subject to its 
decision. ‘The Kommandatura has committees which deal with all 
matters of local administrative importance, public health, sanita- 
tion, communications, legal affairs, etc. At the beginning business 
went fairly smoothly, and joint plans were made for ensuring coal 
and food supplies and unified rations throughout the city. Gradu- 
ally, however, the four sectors drifted apart and became more or 
less economic appendages of their respective zones. But the 
Russians are the only one of the four Powers which have their 
sector of Berlin directly linked with their zone. What the Russians 
have done recently, culminating in the present crisis following the 
introduction of currency reform in the West, is to show the 
Germans that they consider Berlin a Soviet city dependent on 
their zone. 

The Russians have undoubtedly broken the Four-Power 
agreement of 7 June 1945 on the quadripartite control of the 
city.’ But there is no written agreement regarding communications 
between Berlin and the Western zones. There is nothing in the 
Yalta or Potsdam agreements nor anywhere else on the question 
of international lines of communication. The main purpose of 
American and British diplomats during the period of negotiations 
in 1944 and 1945 seems to have been to avoid written agreements 
with the Russians and to concentrate on getting them into some 
general framework of international agreement, after which it was 
hoped the details would fit in automatically. Nor did the American, 
British, and Russian Generals who in Berlin in June 1945 dis- 
cussed road and rail communications between the city and the West 
come to any decision. The Americans wanted the road through the 
Russian zone to Munich open for their traffic, as was the case with 
the road from Berlin to Helmstedt, and the British also wanted 
ne direct to Hamburg from Berlin. Not only was no decision 
reached, but no joint minutes appear to have been signed; each of 
the three representatives merely made his own memorandum of 
what happened. 

Further light has lately been thrown on the agreements reached 
between the Powers in 1945 with regard to Berlin, in the Note 
handed by the British Government to the Soviet Government on 
6 July 1948. The Note declares that these agreements ‘implied 
he right of free access to Berlin. This right has long been con- 
irmed by usage.’ It continues:’ 


( 


See Note in The World Today, May 1948, pp. 184-7. 
* The Times, 10 July 1948. 
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It was directly specified in a message sent by President Truman to 
Premier Stalin on 14 June 1945, which agreed to the withdrawal of 
United States forces to the zonal boundaries, provided satisfactory 
arrangements could be entered into between the military commanders, 
which would give access by rail, road, and air to United States forces 
in Berlin. Premier Stalin replied on June 16 suggesting a change of 
date, but no other alteration in the plan proposed by the President. 
Premier Stalin then gave assurances that all necessary measures would 
be taken in accordance with the plan. Correspondence in a similar 
sense took place between Premier Stalin and Mr Churchill. 

In accordance with this understanding, the British 21st Army Group, 
which had reached a line Wismar-Schwerin-Ludwigslust-Domitz, 
withdrew its forces to its own area of occupation in Germany and 
thereafter sent troops to take up their position in its own sector in 
Berlin. Thereupon the agreements in regard to the occupation of 
Germany and Berlin went into effect. His Majesty’s Government would 
not have so withdrawn their troops from a large area now occupied 
by the Soviet Union had there been any doubt whatsoever about the 
observance of their agreed right of free access to their sector of Berlin. 
The right of his Majesty’s Government to their position in Berlin thus 
rests on precisely the same grounds as the right of the Soviet Union. 
It is impossible to assert the latter and to deny the former. 

It clearly results from these undertakings, that Berlin is not a part 
of the Soviet zone, but is an international zone of occupation. Commit- 
ments entered into in good faith by the zone commanders, and sub- 
sequently confirmed by the Allied Control Authority, as well as prac- 
tices sanctioned by usage, guarantee his Majesty’s Government, 
together with other Powers, free access to Berlin for the purpose of 
fulfilling their responsibilities as an occupying Power.* 

Since June 1945 the Russians, realizing that the position of the 
Western Allies was legally anomalous, have done everything to 
hinder transport between Berlin and the Western zones. Long 
before the present crisis began they had, for example, reduced the 
double-track railway to a single-track line and refused to improve 
it in spite of protests in the Allied Control Council. 

Internationally speaking, the present crisis in Berlin dates from 
the failure of the London Conference in November 1947 and the 
determination of the Western Powers to set up a West German 
Government, which was given decisive form by the London 
Agreement of 2 June 1948. On 1 April, ten days after Marshal 
Sokolovsky had walked out of the Allied Control Council, the 
Soviet Military Administration tried to impose restrictions on 


1'The Soviet reply to the Notes from the three Western Allied Govern- 
ments, handed to the British, American, and French Governments on 14 July, 
insists that the right of free access to Berlin, and also the right of the Western 
Allies to remain in the city, has been destroyed by their separate action in the 
Western zones of Germany, and in particular by the introduction of the new 
currency in the Western zones and Western sectors of Berlin, actions which 
have destroyed the system of quadripartite administration for Germany. 
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Allied trains entering the city from the West. The British and 
American military authorities refused to allow the Russians to 
board these trains and examine the papers of the passengers. The 
only alternative to trying to force the trains through against Soviet 
opposition was to stop the service. Thus for the last three months 
the only way out of Berlin for Allied personnel has been by aero- 
plane or by road. Further restrictions have been imposed by the 
Russians on German trains travelling between Berlin and the 
Western zones. Food and freight trains have all been blocked for 
indefinite periods on the most trivial excuses. After the introduc- 
tion of a currency reform in the Western zones on 22 June the 
Russians finally cut all road, rail, and water communications 
between Berlin and the West. 

But in point of fact, genuine co-operation between the Western 
Allies and the Russians in the city of Berlin has been decreasing 
ever since the autumn of 1946, when the former demanded that 
democracy as understood in the West should be applied in Berlin, 
and free elections should be held for a democratic City Council 
to replace the Communist-dominated body set up by the Russians. 
The elections of 20 October 1946 in Berlin resulted in a thorough 
defeat for the Communists. This was the heaviest blow the 
Russians and their German supporters had yet suffered. But they 
did not accept the democratic vote. The Russians kept their 
nominees in office as long as possible and refused to accept the 
resignations either of the first Oberbiirgermeister or of his successor 
Dr Ostrowski, even after the City Council had passed overwhelm- 
ing votes of non-confidence. When the Soviet representative on 
the Kommandatura finally gave way he flatly opposed the nomina- 
tion of Dr Ernst Reuter, the Social Democrat who had been 
elected by a large majority of the Council, with the result that 
for more than a year Berlin has had only an acting Oberbiirger- 
meister, Frau Louise Schroeder, who continues to do a magnificent 
job under most difficult conditions. 

For at least a year the meetings of the Kommandatura have 
been little more than a farce, and a great waste of time. As in the 
United Nations, there must be unanimous agreement between 
the Four Powers on all issues, and the use of the veto has generally 
hindered constructive work. Sometimes meetings of the Kom- 
mandatura have lasted from ten to twelve hours, but they have 
usually ended with the subject under discussion being dropped 
from the agenda, each representative reserving the right to raise 
it at a later session, but then actually taking what action he chooses 
in his own sector of the city. Russian statements on such occasions 
were mainly of a propaganda character directed towards the Berlin 
public. For example, when a few weeks ago the other members of 
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the Kommandatura asked the Russians for an explanation of the 
reason why 500,000 postal packages were held up in Berlin—a 
request which had been made three times before—the Russian 
reply gave no explanation but took the form of a long prepared 
statement attacking the evils of ‘monopoly capitalism’ in industry 
in the Western sectors of Berlin. 

Many difficulties have arisen from the fact that the Soviet 
Military Administration has control of key buildings in the city, 
such as the headquarters of the Post Office, the police, and the 
railway. Much the most serious of these is due to the situation 
of police headquarters, the Red House near the Alexanderplatz, 
which lies in the Soviet sector. The police president, Paul 
Markgraf, is a former high S.S. officer, now a Communist and a 
tool of the Russians, who have used their veto on the Kommanda- 
tura to prevent his dismissal despite protests from the City Council 
and the other three occupying Powers. Quite apart from their 
continuing endeavours to intimidate the police into becoming 
their agents and spies against the other Powers, the Russians 
have no idea of security of person; there is no habeas corpus. 
Despite the promises made in the Moscow declaration of 1946 and 
on many occasions to the German people since then, the personal 
liberty of any German whom they considered to be an enemy of 
theirs was never assured. Arrests in their own zone and sector 
of Berlin are made daily without any charge being preferred; there 
is no trial and the victims simply disappear and may not be heard 
of again for weeks or months or years. 

There are few people who have lived in Berlin for the past 
two years who cannot give examples of disappearances of this 
kind from their personal circle, acquaintances, or servants. ‘The 
Russians have even used the German police to kidnap Germans 
from the Western sectors of Berlin. A favourite trick has been to 
send two policemen to the house of a wanted man living in some 
other sector, requesting him to give evidence in a case at the central 
police station. If the man refused to go he would as likely as not 
be kidnapped in the street or some public place a few days later. 
The disappearance last November of Dieter Friede, a German 
journalist working on Der Abend, an American-licensed evening 
paper, caused quite a stir in Berlin. He disappeared after answering 
a false call to visit a close friend who was said to have met with 
an accident in the Russian zone just outside the city. He had not 
yet returned home seven months later. The Russians had denied 
that they arrested him, in spite of the fact that the German doctor 
who had been blackmailed into making a false telephone call 
later escaped to Western Germany and admitted his part in the 
affair. A few weeks ago the Russians published in their licensed 
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press a ‘confession’ from Friede, in which he was made to admit 
that he had worked as a spy for the Americans and the British 
against the Russians. ‘Spying’ means to the Russians having any 
contact with the other occupying Powers, or indeed with any 
people the Russians do not like. 

This Russian fear of those who do not share their political 
outlook extends in Berlin even to the University, which is unfor- 
tunately situated in the Soviet sector and therefore under the 
control of the Soviet Administration for Education in the Soviet 
zone. Recently three students were expelled in their last year for 
daring to say that the University of Berlin was not being run on 
democratic lines. 

The fact that the three Western Powers often act independently 
of one another has also made it easier for the Russians to push 
home to the people of Berlin their thesis that Berlin is part of 
the Soviet zone, and to convince them that Four-Power rule is 
no longer effective. ‘Two examples must suffice. The first concerned 
newspapers. Some time in January the Americans informed the 
Russians that, contrary to existing agreements, the Russians had 
been taking into the Soviet zone 350,000 copies of the American- 
licensed paper Die Neue Zeitung, the vast majority of which had 
never reached its readers, and that if this continued Soviet- 
licensed papers would not be allowed into the Western zones. 
Within 36 hours the Russians apologized for this ‘dreadful 
mistake’ and undertook to put it right. ‘The Soviet paper control 
then blamed the small newspaper dealers and announced that 
in consequence they would set up a monopoly run by the Soviet 
military administration. The Americans withdrew their protest 
and allowed Communist papers from the east to go into the West- 
ern zone. American papers going into the Soviet zone got no 
further than the paper distribution headquarters in the Soviet 
sector of Berlin. From there they went straight to the pulping 
mills and came back within a week to the Communist papers in 
Germany. ‘The same thing happened to Der Telegraf from the 
British sector. But no action has been taken by the British and 
Americans, although they are both equally affected. 

The second instance concerns radio transmitters. ‘Towards the 
end of May the British military authorities informed the Russians of 
their intention to blow up a bunker near the Rundfunkhaus, the 
Berlin Radio station (which, though situated in the British sector, 
is the headquarters of the Soviet-controlled broadcasting system), 
ind asked the Russians to evacuate it—a request which had been 
made more than once previously with no effect. The Russian 
reply was that they themselves would blow up the bunker; if the 
British attempted to turn them out of their radio headquarters, 
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the Germans in the British sector of Berlin would suffer. In April 
American troops occupied a Russian radio station without first 
asking the Russians to go; but similar action was not taken by 
the British a month later. An Allied Control Council rule lays 
down that there shall be no criticism of any of the four Powers 
by the Germans. But every day Radio Berlin, situated in the British 
sector, spends most of the time not given to music in condemning 
‘American financial bloodsuckers, British renegade socialists, and 
French reactionaries’. 

Yet if the present situation in Berlin may to some extent have 
been due to lack of co-operation between the Western Powers, 
Four-Power competition for the support of the population has 
brought the Berliners certain benefits. They have received bett=; 
rations than Western Germany, or at least more rations than have 
been actually called up and honoured; they had, for example, a 
better fuel supply during the severe winter of 1946-7. As the result 
of a British proposal made in the Kommandatura last February 
and of unilateral Russian action for its own sector announced at 
the end of May, all workers in Berlin were to receive higher wages 
as from 1 July. Propaganda also extends to the intellectual and 
artistic life of the city; but here at least it results in the Berliner 
being able to enjoy good theatres, music, and other amenities in all 
four sectors. 

The people of Berlin are fully aware of the significance of the 
struggle now going on over them and their city. They also have a 
high opinion of their own virtues, such as their capacity for hard 
work and their determination to uphold a democratic way of 
life. They have indeed a certain contempt for the ‘West’, as they 
describe the Western zones. They can claim that they have proved 
themselves to possess a measure of that civil courage which Ger- 
mans are usually supposed to lack and which was so conspicuously 
absent in the Nazi period. And today Berlin means to Germans 
something which it has never meant in the past. Political leaders 
in the Western zones, except the Communists, look to Berlin as 
the capital of a new Germany. They have expressed their deter- 
mination not to take part in a West German Government in 
which Berlin has no representation, even though the Western 
Powers were to be driven out and the city left to Russian Com- 
munist rule. 

In this city in which the police is under Communist contro! 
and men and women ‘disappear’, the leaders of the non-Communist 
parties in the City Council, and indeed all those who have worked 
closely with the Western Powers, have always run a certain risk 
and would stand in immediate danger if the present struggle 
should end in the defeat of the Western Allies. But in the last 
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ril few months there have been several demonstrations of resistance 
rst to Russian and Communist attempts to establish supremacy in | 
by the city, and of support for democracy and freedom. On 18 March, 
ry for example, 30,000 Berliners stood in pouring rain outside the | 
er ruins of the Reichstag at a rally of the three democratic parties | 
ish in celebration of 1848 and warmly cheered the speech of the 
ing Berlin chairman of the S.P.D., Franz Neumann, in the course of 
nd which he said, “We are today striving for the same things for which 


he people of Berlin went through the barricades in 1848; we 


ve demand freedom of speech, freedom of the press, and an amnesty | 
rs for the persecuted. . . . The Brandenburger Tor marks the | 
has frontier of freedom.’ ‘The meeting was being held a few hundred | 
tei [\ yards outside the Brandenburger Tor which marks the frontier 


ive | | of the Soviet sector. A similar mass meeting was held on 24 June, 
, a \@f after the siege of the city had begun, when 80,000 people attended 
ul to demonstrate their determination to resist Russian pressure. 
ary | ‘They faced hunger and discomfort, if not worse, but one suspects 
t | that they got some compensation from hearing Ernst Reuter, the 
ges | de jure Lord Mayor, declare that ‘the eyes of the world are more 
und | than ever centred on Berlin.’ At yet another demonstration, on 
ner | 11 July, he described Berlin as the Stalingrad of German freedom 
all and promised that the people of the city would put a brake on 
Russian pretensions to power in Berlin with their bodies, even if 

th they perished. 
yea On 23 June the City Council held a special meeting to vote 
ard on the question of the introduction of the Western currency, the 
- of Deutschemark, into the Western sectors of Berlin in place of the 
he Ostmark, which the Russians had declared the legal currency of 
ved the whole city, in defiance of Four-Power rule. At the time of the 
yer- meeting a crowd of workers, many of them young people, and 
isly wearing badges of the Communist-controlled Socialist Unity 
an Party (S.E.D.) and the Free German Youth, assembled; they 
ders waved the Red Flag and sang the Internationale. They were accom- 
n as panied by lorries bearing number plates used by Russian vehicles 
ter- in the city. A certain number of the crowd finally forced its way 
t i into the Council Chamber. Councillors belonging to the three 
ter! democratic parties, $.P.D., C.D.U., and L.D.P.,* form a majority 
om in the City Council, and the vote therefore went in favour of the 
introduction of the Deutschemark into the Western sectors of the 


itr city as legal currency. The crowd seems to have behaved in 
nist typical Nazi fashion, shouting anti-Jewish slogans associated with 
rke the Nazi régime. Cries of ‘Down with the scoundrel’ greeted the 
ris chairman of the S.P.D. party, Franz Neumann, and other mem- 

bers of the party were roughly handled and spat at. About a 


cial Democrats, Christian Democrats, and Liberal Democrats. 
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dozen policemen attempted, halfheartedly and ineffectively, to 
control the demonstrators. But though the City Council Chamber 
is in the Russian sector and near the police headquarters on the 
Alexanderplatz, no reinforcements were sent. Russian officers 
looked on from a balcony near by. 

Accounts of the demonstrations differed considerably according 
to the political complexion of the newspaper carrying the report. 
The numbers in the crowd were estimated variously as ‘thousands’ 
in the Russian-controlled Tdgliche Rundschau and the Socialist 
Unity Party’s Neues Deutschland, ‘several hundreds’ in the 
American Tagesspiegel, and ‘five hundred’ in the British Die 
Welt. There seems reason to believe that the demonstration was 
intended to be the signal for a Communist Putsch, or at least 
for rioting on a sufficiently large scale to necessitate intervention 
by the Red Army troops. The Communist-controlled press has 
continued to carry accounts of the fearful consequences of the 
division of Berlin by the action of the Western Powers, backed up 
by their obedient supporters in the City Council, of the complica- 
tions arising from the use of two currencies, and of food shortage, 
lack of light and heat, and consequent unemployment. They 
continue to emphasize the essential soundness of the Russian 
currency. 

The currency situation in Berlin today is confused, not to say 
chaotic. Reichsmark notes are no longer legal tender anywhere. 
In the Soviet sector, as in the Soviet zone, ‘Ostmark’ notes— 
consisting of Reichsmark notes with a small label stuck on— 
alone are legal, Deutschemark notes being expressly outlawed. 
In the three Western sectors both Ostmark and Deutschemark 
notes are legal tender, the latter being the same notes as issued in 
the Western zones but with a special stamp. This does not restrict 
the validity of the Berlin Deutschemark, but is to facilitate the 
execution of a later agreement with the Russians, if one is reached. 

Further, the Western Powers have restricted the Deutschemark 
proportion of wages paid in their sectors to 25 per cent. This 
disposition to compromise with the Ostmark in Western Berlin, 
or even to concede it a certain priority, has been strongly attacked 
by the Berlin German leaders, who demand that the Deutsche- 
mark should be the exclusive currency of the Western sectors of 
Berlin, as of the Western zones. As things are, German concerns 
in the Western sectors have been obliged to go to the issuing 
authorities in the Soviet sector to get allocations of Ostmarks to 
meet their wage payments, and they say that there is discrim- 
ination in favour of S.E.D.-controlled concerns in the Soviet 
sector, which get an abundance of marks. 

Though theoretically equal in value, the Deutschemark has 
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from the outset changed hands at a premium over the Ostmark, 
the exchange ratio fluctuating wildly between 1:4 and 1:30. In 
practice Deutschemarks are scarcely to be had, whether because 
of hoarding by Berliners in accordance with Gresham’s law, or 
owing to their actual relative scarcity, or because, as some say, 
they are being bought up by the Russians to embarrass the West. 
A further point is that the labels stuck to the old Reichsmark 
notes in the Soviet conversion can be easily detached or forged 
and are bought or sold separately on the black market. 


It is not within the scope of this article to discuss the wider 
implications of the struggle for Berlin. It is not known how much 
longer the Western Allies can afford to continue feeding the city, 
but it seems unlikely that they can keep it adequately, or even 
scantily, supplied with coal for power and light and industry. 
The Note sent by the three Western Powers to Soviet Russia on 
6 July puts the crisis into its proper perspective as an international 
issue of the first magnitude, a turning point in the relations between 
the Western democracies and Russia. In its specifically German 
aspect, it is an episode in the struggle for German unity; there 
are those who think there can be no prosperous, or even viable, 
West German State and Government if the Western Allies are 
driven out of Berlin. The political leaders in the Western zones 
are unwilling to sacrifice the idea of Berlin as the centre and 
capital of a new Germany. The city is a symbol to millions of 
Germans who look West, not East, and hate totalitarianism. The 
struggle for Berlin will decide, not only for Berliners but for 
Germans as a whole, the kind of future they are going to have. 


H. G. L. 


YUGOSLAVIA’S FIVE-YEAR PLAN 


THE ECONOMIC 
BACKGROUND OF THE COMINFORM SPLIT 


} UGOSLAVIA today has a planned economy. The five-year 

plan for economic development of the country has now been 
in operation for nearly a year and a half and it influences every 
aspect of social, economic, and cultural life throughout the country. 
It has also probably had an influence on some aspects of political 
development. It has certainly been one of the important factors 
letermining the Government’s policy towards the peasants, and 
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towards the speed of socialization, and is therefore an important 
element in the differences between Yugoslavia and the Comin- 
form. 

The plan itself is very ambitious. It aims at no less than a 
transformation of Yugoslavia from a backward, war-destroyed 
Balkan country carrying a fearful legacy of oppression, exploitation, 
and internal strife, into a highly developed modern country with 
an economy balanced between agriculture and newly developed 
modernized industries. ‘To realize how ambitious this plan is, it 
is necessary to remember two things: just how backward and un- 
developed Yugoslavia was before the war, and the colossal extent 
of material destruction in Yugoslavia during the war. Seen against 
this background, the details of the plan are remarkable. The 
country is to be industrialized and electrified. This means the 
building of new factories, mines, and power stations, and the 
intensive development of new and old industries. It means the 
building of roads, bridges, railways, factories, houses, and public 
buildings of all kinds, and the introduction of new ways and 
methods in agriculture, with an increased yield of crops; and 
above all it requires an educated and healthy population prepared 
to work all out for the success of the plan. 

One important aspect of this plan for economic development 
is that its first emphasis is on industrialization. Over a period of 
five years investments for industry are to be nearly seven times 
greater than the amount allotted for agriculture. Targets for 
agriculture are comparatively low. This means that the plan aims 
to develop industry in Yugoslavia without effecting a revolution 
in agriculture. This important fact helps to explain why Marshall 
Tito’s régime has not nationalized the land, is doing everything 
in its power not to antagonize the peasants, has so far preferred a 
policy of encouraging co-operative rather than collective farming, | 
and has hitherto refused to be moved from this position even by | 
the attacks of the Cominform. 

Precisely how the plan is working out in practice can only be 
known to those in authority in Yugoslavia, who see the results of | 
all the projects in all the federal republics. It was officially stated 
that the plan for 1947 had been ror per cent achieved, and an 
official statement made since the Cominform attack declared | 
that in the first six months of 1948 there has been complete 
achievement of the targets for that period. This does not necessarily 
convey a great deal to the outside world, but some of the picture 
of development in Yugoslavia can be seen by any one who travels 
around the country, and a good deal of information is given in the 
Yugoslav press. One of the outstanding things to be seen in 
Yugoslavia today is the progress that has been made on the 
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mt |) constructional side. All over the country, even in the smallest | 
N- |) villages and hamlets, there are new buildings—village halls, | 

| houses, schools, hospitals, factories—buildings that are going up | 
| @ | 9 according to plan. New stretches of railway have been opened, 
ed |) and the new and desperately needed Zagreb-Belgrade highway is | 
' already beginning to take shape; the foundations of a new Belgrade 
ith are already being dug in most difficult terrain that would have | 
ed | | daunted a less confident and determined people. | 
» it |) That these things do not in themselves transform Yugoslavia | 
- | > into a modern State is apparent to both foreign visitors and most | 
ent |) Yugoslavs. Factories have to be filled with machinery which must 
Nst |) be obtained from abroad and paid for by Yugoslav exports. But | 
the |) the fact that the plan of the future is already taking shape seems | 


the | > to many Yugoslavs, and particularly to young people, a satisfactory 





the reward for past hard work and a stimulus to further efforts. | 
7 The Yugoslav Government’s realization of the difficulties in the 
1C 


' way of success was made clear in a recent speech by Edward 





and Kardelj, Deputy President of the Yugoslav Federal Government. 
and | © In this speech he gave a detailed analysis of the weaknesses and 
red | > shortcomings in the work of the past year. He produced a series 

_ of stories of mistakes and inefficiencies which could not have been 
rent | | bettered by those circles of critics in Belgrade which enjoy circula- 


d of | © ting stories to denigrate the Government. Kardelj gave a number of 
mes | ~ examples (including names and figures) of mines, factories, and 
tor | ~ other works where production had been inefficient; he cited other 
ums weaknesses in the system, giving as examples the case of a director 
tion who used 35,000 litres of official petrol for personal purposes, 


shall | and that of a Montenegrin official buying concern that allowed 
hing | itself to be cheated of nearly three quarters of a million dinars; 
eda | and he named firms where a high percentage of spoilt goods 
Ng, had been produced. On the other hand, on the positive side he 


n by emphasized the necessity to step up production by hard work, as 


well as by the elimination of inefficiency and waste, by the econo- 
/mical use of raw materials, and by the careful and most advan- 
ts ol | | tageous employment of manpower. 
fated Manpower is clearly one of the most important problems in 
d at Yugoslavia today. The shortage of trained personnel is apparent 


y be 


lar¢ in all walks of life, and in the towns in particular there is the 
plete teeling that most educated and trained people have as much work 
sarily | ~to do as they can manage. One of the points made by Kardelj 


was that competition to snatch trained people must be avoided, 
and that they must go where they are most urgently required. This 
n the implies that direction of labour is needed, though in fact there is 

in as yet none. Economic inducements are used to attract people 
into industry, and it seems likely that extra industrial workers 
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will have to come from the poor agricultural areas such as the 
Lika and some parts of Montenegro. Many people are sent to 
work in different parts of the country, and it is no longer possible 
to resign from State employment without permission to do so. 


In addition to skilled workers, a great deal of unskilled labour 


is needed on the building works all over the country. This 
probably no longer presents a serious problem, as a great part of 
the work is being done by voluntary labour. Thousands of people— 
office workers, women, shopworkers, housewives, and especially 
young people—are to be seen in the evenings or at weekends 
digging roads or carrying bricks and stones to building sites. A 
question frequently asked by visitors from the West is, can this 
really be voluntary work? The Yugoslavs’ answer is that no one 
is forced to do it; and in fact it is clear from talking to many people 
actually at work on the roads or on building that most of them 
do it because they feel that it is necessary to help to build up the 
new State and they are glad to have a share in it. Undoubtedly 


there is moral pressure and propaganda to persuade people to Ff 


do their share. The general attitude towards those who are not 
prepared to take part in this work, which is regarded as a vital 
contribution to the success of the five-year plan, seems to be much 
the same as the attitude in Britain towards pacifism in wartime— 


without any imposition of direct penalties. Those who do not fF 


take part in the work, and have no good reason for their abstention, 
are regarded as anti-social. But it is possible to meet plenty of 
people who do not take part in the work, either because they are 


too busy or not strong enough, or simply because they do not | 


want to; the striking thing to the foreign visitor is that great num- 


bers of people do actually take part in this reconstruction work 


gladly and with great pride in its results. 

Whilst manpower is vital for building and industry, it is also 
important in agriculture, which is the other half of the nation’s 
blood-stream. Satisfactory agricultural output is essential to the 
success of the five-year plan, and this is the crux of Tito’s present 
policy towards the peasants. Before the war Yugoslavia exported 
food (i.e., grain, cattle, pigs, meat, and fruit)—but at the expense 
of the half-starved sections of its peasantry in the poorer areas. 
Today also Yugoslavia needs to export food—but only after its 
own population has been adequately fed, for adequate food is an 
essential if people are going to work as hard as they do in Yugo- 
slavia today, and if they are to be satisfied with their Government. 


Last year 34 per cent of the country’s exports consisted of food, and 


it seems probable that this year the percentage will need to be 
just as high. 
In great areas of Yugoslavia even today agriculture is very 
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primitive. In Macedonia 75 per cent of the land is still tilled with 
wooden ploughs, and methods are just as backward in parts of 
Bosnia, Croatia, Montenegro, and Serbia. Increase of output in 
agriculture calls not so much for more manpower—in fact, as 
methods improve output should increase and need for manpower 
decrease—but rather for more agricultural implements, more 
tractors and fertilizers, new stock, new methods, processes, and 
crops. Already the process of change has begun, and throughout 
the country old farming and new can be seen going on side by 
side. Modern methods, pedigree stock, and new machinery are 
particularly noticeable on the co-operative farms which are a 
form of farming much encouraged by the Government. In all 
the republics such farms are to be seen, though as yet they do not 
constitute more than 5 per cent of the country’s farming. Some- 
times the kernel of the co-operative farm is a certain area of land 
confiscated from German landholders, or made available in the 
land reform when estates of more than 35 hectares were broken 
up. Added to this is usually land of individual families which have 





joined the co-operative. In other instances the whole co-operative 


farm consists of land belonging to individual peasants who have 
pooled their holdings. In such cases the peasant gets a rent for 
the land he has contributed, a wage according to the work he 
does, and a share of the profit. There is, however, no pressure on 
peasants to join co-operatives. 

The peasants hold a key position in the Yugoslav system; they 
still constitute nearly 70 per cent of the whole population of the 
country, and more than go per cent of the land they hold is pri- 
vately owned. Since they are the backbone of the State, they enjoy a 
privileged position. ‘They look and are prosperous in most areas of 
the country. Even in the deficit areas like the Lika and parts of 
Bosnia and Montenegro the situation has improved; special privi- 


| leges are available for poor peasants—8o00,000 ration cards have 


been issued to peasants who cannot produce enough food to feed 
themselves—and the Government will now buy all produce, 
however small in quantity, from them, thus ensuring that they 
sell their crops. The ‘linked prices’ system which was instituted in 
April was also considered to be a favourable offer to the peasants. 
\ccording to this system the Government offers to buy peasant 
produce for a fixed low price, and in return the peasant gets money 
and coupons with which he can buy industrial goods from State 
stores at a ‘lower uniform price’. The price the peasant gets from 
the Government is less than he would get on the free market, but 
in this case the price he pays for his industrial goods is also very 
much less than the free market price. The system can only succeed 
if the State can maintain a plentiful supply of industrial goods for 
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the peasants to buy with their coupons. Shops in the large towns 

seem to have industrial goods of all kinds, including household 
equipment, textiles, boots and shoes, and clothes, but it is doubtful | 
if these goods are yet satisfactorily distributed throughout the | 
country. But in most parts of the country the peasants gave the | 
impression of being cautiously prepared to try the system when it | 
started, and if the scheme develops satisfactorily it will be a major 
contribution to the success of the five-year plan. The recent | 
reduction of prices in the free market by Government order will 


probably force the peasants to rely more on their sale of produce | 
to the Government scheme than they might have done when free | 


market prices were higher. 


The quarrel between Yugoslavia and the Cominform could have ff 
serious repercussions on the development of the five-year plan. ff 
The plan is dependent on a network of bilateral trade treaties f 


with a great number of countries in Europe, including, besides 


some Western countries, all the countries within the Eastern 


bloc. Poland, Czechoslovakia, and Hungary are all to provide 
Yugoslavia with much-needed equipment and materials for 


industry. Russia is the only country that is to give a long-term [J 


credit, and was to start delivery of capital equipment this year. 
The Yugoslavs are notoriously independent people, and since the 


war they have become more united than at any time in their f 


history, but they cannot succeed in their ambitious plans for their 
country if they are to be a single unit isolated largely from the 
West and ostracized by the East. Unless the disagreement with 
the Cominform is resolved it seems that the quarrel is bound to 
have important economic as well as political consequences in 
Yugoslavia. 

Pa. A. 


BRITISH INVESTMENTS IN LATIN AMERICA 


THE END OF AN ERA 


Are MAUROIS, in his biography of Disraeli, records 
that the Prime Minister in the early days of his career 
supported himself by writing colourful descriptions of British 
mining ventures in Latin American countries, in an endeavour to 
persuade British investors to forsake what the statesman later 
described as the ‘sweet simplicity of the three per cents’ at home 
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and to send their money adventuring half way across the world. 
The efforts of such propagandists, coupled with the natural 
willingness of the British investor of the nineteenth century to 
take risks, bore fruit on a scale which must have been far beyond 
Disraeli’s early expectations. For the nineteenth century saw the 
most remarkable migration of private risk capital the world has 
ever seen. The United States today is of course pouring out 
thousands of millions of dollars in an endeavour to take over the 
role played by British capital a century ago. But there is a world 
of difference between the spontaneous, individualistic investments 
of private entrepreneurs in an age of laissez faire and the measured 
subsidies, with an inspiration largely political, of the dominating 
capitalistic State in an age of planned economies. That migration 
of British capital was at its height in the twenty-five years before 
the first World War. It was resumed, although on a lesser scale, 
in the ten years after the end of that war. Thereafter the flood 
became a trickle as the forces of nationalism grew in strength the 
world over. Today, the economic circumstances in which this 
country finds herself preclude the making of new investments. 
Indeed, the tide has now turned. As it ebbs, it takes with it the 
investments which our fathers and grandfathers so laboriously 
built up. It is the purpose of this review to sketch in briefly the 
background of both the investment and the disinvestment pro- 
cesses so far as the Latin American field is concerned. 
Investments in Latin American countries were among the first 
made by British investors when the great nineteenth-century 
migration of British capital began. Mr O. R. Hobson, in his 
study “The Function of Foreign Lending,” records: ‘British 
foreign investment began, on the large scale, at the end of the 
Napoleonic Wars. In the years 1818 to 1825, no less than {50 
million was lent to foreign Governments, chiefly European and 
South American, alone. In addition, a large number of mining 
companies, designed to operate in foreign countries, were formed 
at this period.’ (It is as well to bear in mind in any survey of this 
nature that the value of money has been steadily falling throughout 
the period under review. In terms of 1948 pounds, the investments 
of a century ago would have been much greater.) The next period 
of great activity in British investment in Latin America recorded 
by Mr Hobson is the 1880s. (It is not to be imagined that the 
flow of capital to any particular market dried up completely for 
periods of, say, fifty years; but fashions in investment, as in 
everything else, change, and the demands of Latin America were 
competing with those of the United States, Europe, India, South 


‘Prepared for the 1937 Berlin Congress of the International Chamber of 


mmerce., 
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Africa, and Canada. Each in turn appears to have had its ‘fashion- 
able periods’.) ‘In the ’eighties,’ records Mr. Hobson, ‘South 
America and Australia became the most prolific fields for British 
investment, with the attractions of the newly developing South 
African gold and diamond mines running them fairly close. In 
the early ‘nineties both Australia and South America were 
financially under a cloud and British investment in them was 
suspended, though it began to revive again towards the end of the 
decade.’ (This was the decade of the Baring crisis, affecting 
temporarily one of the most active channels of British investment 
in Latin America.) After such crises, and the South African war, 
general overseas investment was resumed once more, and the 
years preceding the first World War were amongst the most 
active periods of British capital formation in Latin America; 
from 1907-14 it is estimated that the Argentine and Brazil alone 
took {£200 million. Overseas investment was resumed quite 
vigorously in the period from 1919-30. But the Empire borrower 
was finding greater favour with the British investor than his 
foreign counterpart. And in foreign investment it was the European 
borrower, endeavouring to make good the ravages of the war, who 
mainly resorted to the London capital market. It may, in general, 
be said that the formative period for British investments in Latin 
America came to an end with the outbreak of war in 1914. There 
followed a period of thirty years of virtual stagnation before the 
melancholy phase of disinvestment set in. 

Before dealing with that phase, however, it would be as well to 
set out the statistical background of the formative period. This is 
not a task which can be essayed with any real accuracy. Lack of 
reliable statistics; the difference (often vital in the Latin American 
field) between nominal and real amounts of capital invested; 
the difficulty of assessing repayments; the impossibility of measur- 
ing capital invested privately, i.e., without the intervention of the 
capital markets—all these factors mean that a large element of 
estimation must be present in any tabulation of British foreign 
lending. 

Nevertheless, thanks to the efforts of such authorities as L. H. 
Jenks, C. K. Hobson, Sir George Paish, and others, it is possible 
to obtain a fair indication of the magnitude of the British investor's 
role in financing the Latin American Republics. As at 1914, it 
has been estimated that overseas investments made through the 
London Stock Exchange totalled approximately £4,000 million. 
(As a measure of their growth, this figure may be contrasted with 
the £550 million of 1854.) Sir George Paish has estimated’ that, 
excluding the shipping industry and some £300 million invested 


1 Statist supplement, February 1914. 
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privately, a 1914 grand total of £3,763 million can be split 
geographically as follows: 





£ million 

Empire sa ais oa aé bie we 1,780 
Latin America as - +e _ ps 756 
U.S.A, iw ah it ona — san 755 
Europe a4 os - an wd * 218 
Others oe 2s ee as ye = 254 
3,763 


Thus, investment in Latin America up to 1914 had represented 
the second largest single avenue for overseas investment through 
the London market (just over 20 per cent of the whole), if the 
Empire be counted as a single unit. If the Empire be sub-divided 
into its constituent parts it is found that Canada and Newfound- 
land, with {£515 million, were the largest borrowers, but that 
even so their borrowings were nearly £250 million below those of 
Latin America. 

Sir George Paish also provided a highly interesting sub-division 
of the £3,763 million grand total by type of borrower. Thus loans 
to Governments represented {972 million, or over 25 per cent. of 
the total; municipalities took {152 million (4 per cent); railways 
£1,531 million (over 40 per cent); with mines ({273 million or 
74 per cent), land and investment (£244 million or 64 per cent), 
and commercial and industrial establishments ({155 million or 
44 per cent) the remaining largest borrowers. 

[t would be wrong to link these 1914 estimates directly with 

the well-known estimates of British overseas investments which the 
late Lord Kindersley used to publish in the Economic Fournal 
hefore the second World War; Sir George Paish’s figures were 
based on London isswes, Lord Kindersley’s on British holdings. 
As indicative of trend, however, it may be recorded that Lord 
Kindersley estimated our aggregate quoted overseas investments 
in 1938 at £3,292 million, with unquoted investments at £400 
million. Between the dates of the two surveys, of course, Britain 
had lost {350-400 million of overseas investments as the result 
of the first World War, and allowance has to be made for some net 
nvestment in the inter-war years. This inter-war period was 
split into two distinct phases of investment and disinvestment, the 
latter phase commencing in 1931. As Lord Kindersley has 
remarked"; “The figure indicates that the repatriation of long- 
term capital which appeared to begin at the end of 1931 had not 
ceased in 1938.” 

Lord Kindersley’s estimates of the total of our overseas invest- 
ments in 1938 do not contain any geographical breakdown of 


nomic Fournal, December 1939. 
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borrowers as comprehensive as that attempted by Sir George Paish | 
twenty-five years previously. But some of his estimates suggest that | 
the disinvestment phase of the inter-war years did not affect 
British investments in Latin America so much as the rest of our | 
investments. Thus whereas British capital invested in Indian and | 
Singhalese Government and municipal loans declined from {261 [ 
million to £245 million between 1930 and 1938, and similar [J 
investments in Europe fell from {£120 million to £107 million, fj 
British investments in Argentine, Brazilian, and Chilean Govern- 
ment and municipal loans fell only from {£127 million to {£126 § 
million in the same period. (Those in the Argentine actually 
increased by {2 million.) It seems reasonable to presume that the ff 
contraction of trade in the ’thirties and the spate of defaults it f 
produced among Latin American borrowers prevented the 
repayments of capital which, in the absence of any significant 
new lending, reduced our investments elsewhere. 

One further set of statistics must be discussed, although here 
the previous caveat as to the dangers of linking different compila- | 
tions must be repeated. The ‘Comparative Statistics of British | 
Investments in Latin America’, compiled by the South American 
Journal, contain much interesting information for the purposes | 
of such a review as this. According to this source, total investments | 
in Latin America quoted on the London Stock Exchange (not all of | 
which, of course, are British owned) amounted in 1913 to £999 | 
million. That figure by 1931 had been increased to {1,221 million. | 
Thereafter, however, there was a steady contraction, to the 1946-47 | 
totals of approximately {910 million. Alterations in the method | 
of compilation between 1946 and 1947, and between 1940 and 
1941, consequent upon variations in the format of the Stock 
Exchange lists, suggest that comparison between these totals | 
should not be pressed too far, but there can be no doubt that | 
1931 represented the peak of British investment in Latin America 
and that the process of disinvestment which then set in has 
accelerated considerably in recent years. 

On the 1947 total of {910 million the following analysis of 
type of borrower may be presented: 

£ million % of total 
Government bonds oe ee 225°3 24°7 
Railways .. ‘a me os 437°8 48°2 
Miscellaneous 0% ws Pe: 234°8 25°8 
Banks and shipping B3 - 12°3 1°3 


g10°2 100'O 
Despite the warning against comparing too closely different sets 
of statistics, the broad correlation between the above figures for 
Government bonds and railways and those for the same items in 
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Sir George Paish’s analysis of 1914 for London issues of overseas 
investments as a whole is most interesting. Sir George, it will be 
recalled, estimated that Government loans then accounted for 

25 per cent of the total of all foreign issues made through the Lon- 
don Market, with municipal obligations representing another 4 per 
cent, while railways in his larger computation still accounted for 
over 40 per cent. The broad pattern of investment in Latin 
America, it would seem, corresponded very closely with that of 
investment throughout the world. 

Further interesting analyses are possible on the basis of these 
South American Fournal figures. Here, for example, is a table 
showing not only the geographical distribution of our investments 
in Latin America, but also the amounts of interest received from 
each country (and the percentage equivalent on the total invested) 
and the amount of nominal capital which received no interest in 1947 
(the latter amounts are also expressed as percentages of the whole): 











Amount Interest No Interest 
% £ % 
Argentina 349,135,633 5,443,946 = 1°5 212,415,387 60°8 
Brazil 213,355,744 7,963,115 = 3°7 25,489,073  I1°9 
Chile 46,030,511 870,767 = 1°8 10,267,844 22°3 
Uruguay 43,567,620 1,417,737 = 3°2 17,293,341 39°7 
Mexico 140,685,083 1,411,316 = 1°0 93,441,047 65°7 
Cuba 27,344,097 210,616 = 0-7 23,166,975 84:7 
Peru 27,022,944 372,572 = 1°3 20,676,500 76°5 
Venezuela 17,903,263 1,827,785 = 10°2 9,492,418  53:°0 
Colombia 5,441,475 213,606 = 3°7 1,024,420 18'9 
Bolivia 3,070,817 202,500 = 6°5 1,720,817 56-0 
Guatemala 10,030,968 237,137 = 2°3 6,288,228  62°7 
Ecuador 4.433:775 62,643 = 1°4 3,807,340 85-8 
Paraguay 2,831,904 17,566 = 0:6 2,246,354 79°3 
Costa Rica 4,459,960 42,575 = o'9 3,804,960 85°3 
Honduras 889,820 nil = nil 889,820 100°0 
Salvador 1,698,690 28,397 = 1°6 752,100 44°3 
Nicaragua nil nil nil nil 
Total 897,902,304 20,322,278 = 2°2 432,777,224 48-2 
Shipping 8,239,816 622,467 = 7°5 nil nil 
Banks 4,040,000 242,400 = 6:0 nil nil 
onipping and 
Banks 12,279,816 864,867 = 7:°0 nil nil 
Grand Total 910,182,120 21,187,145 = 2°3 432,777,224 47°5 





hese figures, it must be emphasized, were those obtaining at the 


end of 1947. Since then, the position has been revolutionized by 
the agreements under which the Argentine and Uruguay, for 
example, have repatriated or are to repatriate the ownership of 
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their railways and public utility companies. These, and other ex- ; 


amples of the disinvestment process, we shall return to later. Mean- 
time, there is scope for a good deal of reflection on the above table. 

It is, for example, a most chastening thought that at the end of 
1947—a period of great prosperity, high commodity prices, fuller 


employment than this generation has ever seen, and with many of | 
these borrowers better supplied with sterling resources than ever | 


before—nearly half of the capital invested through the London 


Stock Exchange in Latin American countries was receiving no | 


interest at all, and that on the grand total of {910 million nominal 
invested, interest payments should be equivalent to a mere 2°3 


per cent. It will, moreover, be noted that even this meagre return [ 


would be a good deal lower but for the part played by British 
capital in ‘private enterprise’ in these countries. If one subtracts 


the good returns on our investments in Venezuela (largely in |) 


oil companies) and in shipping and banks it is clear that this vast 
block of British capital was earning an absolutely derisory rate 


of interest. Railways alone at the end of 1947 accounted for £438 


million of capital, on which interest amounting to only {3:1 


million, or the equivalent of o-7 per cent, was paid. It is indeed a 
melancholy reflection that had our grandfathers eschewed the | 
allegedly gilt-edged and ‘safety-first’ investments of Government | 
and municipal bonds and railway stocks, our foreign investments | 


would have been smaller but our foreign investment income today 
would have been vastly more satisfactory than it is. 

It cannot, of course, be emphasized too strongly that this is not 
merely a matter between the borrowers and relatively few in- 
dividual lenders. It is true that a higher rate of interest on these 
investments would mean greater incomes for the holders of the 
obligations and shares. But such interest payments are in fact 
made by the transfer of raw materials, goods, and services from 
the debtor to the creditor country. If these investments could 
only be made to yield an average of, say, 5 per cent on the nominal 
amounts invested, there would be a material contribution to this 
country’s grave balance of payments problem. And with the 
Chancellor of the Exchequer interested, internally, to the extent 
of, perhaps, 45 per cent of each {1 received by way of interest 
and dividends, it would have been thought that this question of 
our barren Latin American investments would be a matter of 
top priority. 

We have so far surveyed briefly the origins, growth, and present 
profitability of British investments in Latin America. It remains 
to consider in more detail the disinvestment stage which the 
circumstances of the second World War have but recently 
ushered in. It is a noteworthy fact that neither in the first World 
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War, nor in the struggle which has recently ended, did we finance 
our war effort to any appreciable extent by the sale of our Latin 
American investments. In both wars, when in financial desperation 
we were forced to find readily realisable securities, we turned 
mainly to our U.S. and Canadian investments, for the simple 
reason that such investments were readily realisable in the markets 
where we needed finance, in contrast to securities expressed in 
other currencies. Nevertheless, although repatriation of Latin 
American securities did not start on a major scale until after the 
war, the seeds of such a policy were being sown (and the where- 
withal for its implementation was being provided) during the 
war years. 

Because of Britain’s decision to concentrate her productive 
effort upon the materials of war to the exclusion of her normal 
export trade, Latin American countries, along with all the other 
suppliers of our food and raw materials, had to accept payment 
for war-time supplies in sterling. In this manner these countries 
accumulated upwards of {150 million sterling balances, as a 
result of our war and post-war circumstances. It is thanks to the 


| possession of these sterling balances, and to Britain’s dire need 


for imported food and raw materials which cannot yet be paid for 
out of the proceeds of current exports alone, that disinvestment 
has taken the place of investment in Latin America. The largest 
single operation has, of course, been the deal under which Argen- 
tina has repurchased her railways (with the aid of an advance of 
{110 million from this country which enabled her to keep the 
bulk of her sterling balances as backing for her currency) for a 
payment of {150 million. This operation alone subtracts {252-7 
million of nominal capital from the Argentine total of £349-1 
million given in the table reproduced above. (It also, incidentally, 
leaves Brazil as the largest single Latin American borrower of 
British capital.) There have, however, been other reductions in 
Argentina’s indebtedness to Britain, notably through the repatria- 
tion, actual or potential, of British capital in such commercial 
concerns as Argentine Navigation and in utilities such as Rosario 
Drainage and Consolidated Water Works of Rosario, and a 
redemption of some {£42 million of Argentine Government and 
State loans. (In the latter instance, the redemption process did 
start several years before the end of the war.) Apart from the 
\rgentine, Uruguay has agreed to purchase her railways for the 
sum of {7-2 million (the nominal worth of our investments here 
was over {15 million) and the Montevideo tramway system for 
the sum of {1-8 million. 

And in addition to these more spectacular operations, there 
have been the steady ‘extraordinary’ redemption operations, aided 
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by the acquisition in New York of sterling at rates well below the 


official parity, by such borrowers as Brazil and Chile. Insofar as | 


the bonds of such borrowers are purchased at price levels often 


depressed by the scaling down of the original contractual interest | 


rate, and insofar as the purchases are made with ‘cheap’ sterling, 
the nominal amounts purchased can be considerably greater than 
the amount of money used in the purchases. 

There are, moreover, no indications that this process of utilizing 


accumulated sterling balances for the repatriation of British | 


investments is at an end. There have been signs recently that local 
authorities are losing some of their enthusiasm for the process, 
where it involves railways and utilities, largely because the proper- 
ties under consideration have become run-down physically by 
reason of the war, and because ownership will thus entail further 
outlay on modernization. But the indications are that in the long 
run sterling balances, which cannot be used except for such 
purposes and for the purchase of British goods (and as is known 


we cannot yet satisfy all such demands as well as finance current |) 


trade), will be used either for further purchases of British-owned 
utilities and railways or for the redemption of Government or 
municipal debts. 

We may thus conclude that we are witnessing the end of an 
era—the era of active British investment in Latin America. 


Superficially, even if all the accumulated sterling balances were | 


used in the manner described, we should be left with a still 
impressive nominal total of British investments. The operative 
word, however, is nominal. Even in today’s circumstances of 
high prosperity, the actual worth of these holdings overall is but 
a fraction of their nominal value. That real worth could, as has 
been pointed out, be considerably enhanced given a greater 
willingness on the part of the debtor to meet his contractual 
obligations. But there are other factors which militate against 
optimism. The extent to which British capital was used to finance 
railways which have since to a greater or less degree been super- 
seded by road and air transport, for example, suggests that a good 
deal of British investment has merely been subject to the ills which 
over a period affect all investment, wherever instituted, although 
the refusal of the borrower to allow reasonable increases in fares 
and charges to match the decline in the value of money, and his 
resort to differential rates of exchange, which meant in effect that 
the British investor was subsidizing local industry and agriculture, 
have also been important factors. The growth of indigenous 
industry and of nationalistic aspirations is another influence 
calculated to restrain optimism that these investments wil] ever 
return to their former prosperity—or justify nominal capital 


| 
| 
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the | valuations. British agricultural policy at home and colonial 
ras | development in the Empire are both calculated to reduce our 
‘ten | reliance upon the food and raw materials which are still the 
rest [jj mainstay of the Latin American economy. The indifferent treat- 
ing, | ment meted out to British capital by the Latin American republics | 
han over the last thirty years or so would in any case have made | 

jinvestors chary, save in exceptional circumstances, of venturing 








| 

| 

ring further capital. But overriding all these considerations is the fact | 

tish that our present economic position precludes that further invest- 

ocal | /ment which is often essential if the efficiency and profitability of 

ess, | earlier investments are to be maintained. Britain is making new | 

der- | investments overseas and will continue to do so (witness the colonial | 
by | ~development schemes). But it would seem axiomatic that a country | | 
‘her | which is running a heavy adverse balance of trade cannot sustain , | 

ong | the additional unrequited exports which foreign lending, in the | 


uch | (ultimate analysis, represents. And, as we have discovered more 
y»wn | #than once in recent years, the borrower, forced to turn to new 
rent | sfounts of capital, is more concerned to keep the new source 
ned | contented than to bother about the treatment accorded to old 
t or | }capital which sprang, generations ago, from a source now run dry. 

In short, in foreign investment as in other spheres, there is a 


fan | ‘descending spiral of depression’ which, once established, is | 

‘ica. | difficult to break. 

vere | It should not, however, be thought from these somewhat 

still depressing conclusions that the adventuring of hundreds of 

tive millions of British capital into Latin America is to be regarded 

; of as a regrettable mistake. From the borrowers’ point of view, the 

but | adventuring made possible the development of a sub-continent in 

has || amanner which otherwise would have been quite impossible. From 

ater the lending country’s viewpoint, it opened up markets for manu- 

tual factured products and skilled services in return for cheap and 

inst abundant supplies of raw materials and food, a process which 

nce was responsible to an important degree for the rapid and material 

per- enhancement of the standard of life in both this country and Latin 

‘ood America. There were, of course, abuses of the process, both by the | 
hich lender and by the borrower. But there can be not the slightest Bh 


ugh doubt where the balance of advantage to both parties lay. Equally, 
ares there can be no doubt that the scope for foreign lending for the 
| his purpose of developing the backward nations of the world is still 
that immense, given a willingness on the part of such nations to avoid 
ure narrow nationalism. If the British essay in world financing of the 
ous nineteenth century can be repeated as successfully in the twentieth 
ence by those on whom our mantle has fallen, the world will have little 
ever of which to complain. 


ital H. E. W. 





AUSTRIA: EAST OR WEST? 


() NCE again the Foreign Ministers’ Deputies, charged with 
the preparation of a treaty of peace with Austria, have 
abandoned the attempt to reconcile their interpretation of the 
Moscow Declaration of 1943 with the line consistently adopted by 
the Soviet Union. On 6 May 1948, at the end of their rroth meet- 
ing, the Deputies adjourned without fixing a date to meet again. 

And yet it would be misleading to assume that a treaty with 
Austria presents insuperable difficulties. The internal situation 
in that country no longer requires the continuance of the occu- 
pation, and the Conservative-Socialist coalition Government, 
which is backed by go per cent of the electorate, is pledged, and 
can fairly be relied upon, to execute faithfully Allied policies. 
Rather is it recent international developments and the consequent 
changes in the tactics of the Soviet Union which must be held 
responsible for the failure of the London Conference; the actual 
points of difference can be discounted as pretexts or excuses. Last 
summer, when the Four-Power Commission which was set up at 
the Moscow Conference to examine the ‘disagreed questions’ in 
the Austrian treaty was at work in Vienna, and later at the Foreign 
Ministers’ Deputies Conference in London in November, it was 
the problem of German assets in Austria which provided the 
stumbling block. At this latest conference of the Deputies, which 
lasted from 20 February to 6 May 1948, what prevented agreement 
was the Yugoslav frontier and reparations claims. The result, 
however, remains the same: the Russians are not withdrawing their 
garrisons from this strategic area. 

It is nevertheless interesting to survey the labours of the 
Deputies at their latest conference this spring. It will be remem- 
bered that the original dispute concerned the definition of ‘German 
assets’; according to the Western Powers, only such property, 
rights, and interests should be considered German assets as 
belonged to the German State or to German nationals before 
12 March 1938, or were acquired after that date as the result of a 
bona fide sale, without force or pressure, at a fair price. Inadequate 
compensation for Austrian property sold under duress creates a 
right to the return of such property to the original owner, provided 
the compensation is repaid; and that compensation then becomes a 
German asset. Where an Austrian undertaking has been expanded 
or modernized by the Germans, only the German capital invested 
or machinery installed is a German asset, but not the firm as a 
whole. The Russians, on the other hand, were already taking pos- 
session of all nominally German property except that acquired by 
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‘direct forcible action’, but including Austrian State property 
which became German Reich property in 1938 and all enterprises 
which the Germans developed during their occupation, though 
they conceded that, consequent upon bilateral negotiations be- 
tween them and the Austrian Government, they would hand back 
the Austrian ‘share’. 

Mindful of what had happened elsewhere in Eastern Europe, 
where Russia had gone through the motions of ‘negotiating on 
terms of equality’ with war-ravaged and starving little countries 
and had established through so-called ‘mixed enterprises’ a power- 
ful economic lever for political pressure, the Western delegates 
refused to countenance such a solution, and deadlock ensued until 
in October the French representative proposed a settlement by 
which the Soviet Government would be confirmed in the posses- 
sion of a share in certain assets (such as the Danubian Steamship 
Company), would be allocated a share in others (such as the oil 
industry) for a number of years, and would receive a lump sum as 
compensation for surrendering all remaining assets to the Aus- 
trians. 

This proposal was accepted in principle by the Russians, but it 
was not before March of this year that they showed any willingness 
to compromise. ‘The Soviet representative then announced that he 
would reduce his claim for a lump sum from the figure of $200 
million, first to $175 million and later to $150 million, spread over 
six years. The French had suggested a figure of $100 million, and 
subsequently said they were willing to advance this to $115 
million. In the view of the British and Americans the $150 million 
put forward as the reduced Russian claim was still too much, and 
they hoped to bring it down to a more reasonable figure. Other 
Russian concessions enabled the Deputies to agree that the Soviet 
Union should receive oil properties with a productive capacity of 
about three-fifths of present Austrian output, and that they should 
be allowed to work these for thirty years, while yet another 
Russian proposal for the treatment of Danube shipping assets, 
involving their surrender of all claims upstream beyond the 
Russian zone in Austria in exchange for complete cession to them 
of all assets south of this line, was also a step in the right direction. 
it is obvious that, given good will, all these questions could be 
ettled in a relatively short time without crippling Austria’s 
economy and imposing on her Russian extra-territorial rights. 

But it was not only in the matter of German assets that the 
Russian delegate was briefed to appear ready for compromise. He 

reed to withdraw the clause which stipulated that Austria might 
equip her forces only with arms of her own manufacture, after the 
British delegate, Mr Marjoribanks, had pointed out that the clause 
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was ‘inequitable and illogical’, adding that no similar clause had 


been inserted in the other peace treaties, and it would impose an | 


intolerable burden on Austrian economy, in addition to con- 
flicting with the Allied desire for maximum demilitarization. The 
Russian delegate said he was not convinced by Mr Marjoribanks’s 
arguments, especially since Austria’s productive capacity was much 
greater than before the war, but he would withdraw the clause in 
order to make a settlement easier. Another agreement on a similar 
question rounds off the list of Russian concessions; against the 
British proposal that Austria should have no more airfields than 
were necessary for her air-force and for civil aviation in general, 
the Russians wished to limit the number to the requirements of 
Austria’s civil aviation. The compromise formula speaks of the 
requirements of civil aviation im Austria, without specifying the 
nationality of the users of the airfields. By that time, however, the 
Russian show of conciliation and eagerness to reach a settlement 
was already wearing thin, and while their earlier concessions had 
given them a temporary propagandist advantage, they clinched the 
fate of the conference by their support of the Yugoslav claims 
against Austria.” 

The outcome was a foregone conclusion. The Yugoslavs, it is 
true, had reduced their earlier claims, but they were still asking for 
a slice of Carinthia inhabited by some 140,000 people, with less 
than 20,000 Slovenes among them, together with $150 million 
reparations and all Austrian property in Yugoslavia as well. What 
was worse, they failed to adduce any new reasons why their claims 
should be met, though this was the condition on which the Allies 
had agreed to give them another hearing, and while the Russians 








alone thought their demands justified in full, and France was will- 
ing to consider the surrender of Austrian assets in lieu of repara- | 
tions, the British and American representatives turned the claims | 
down as inconsistent with the spirit and the letter of the Moscow | 
and Potsdam Declarations, and by referring the matter to their| 
respective Foreign Secretaries brought the conference to an end. 
The reasons for Russia’s earlier conciliatory attitude remain 2) 
matter for speculation. Whether it was genuine or not, it did serve 
for a time as an alibi when in February the Czech coup had re- 
duced her moral prestige to a point never before reached; and so 
long as there was the faintest chance of the Popular Front winning 
the Italian elections Russia could afford to appear generous, and 
even to hold out the offer of the evacuation of her troops. But there 
is another way of looking at the problem, and unofficial Austrians 
have not been slow in pointing out that if the peace treaty is con- 


1 For a detailed discussion of these see ‘Slovene Carinthia’ in The World 
Today, September 1947. 
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cluded and the evacuation of foreign troops takes place, the 
British and the Americans will then be from 1,000 to 3,000 miles 
away, while the Communist-led armies of several of the ‘People’s 
Democracies’ will still be within a stone’s throw of Vienna and of 
four provincial capitals. If this is a correct interpretation, then the 
strange fact would have to be faced that the Soviet Government is 
the only one which is sincere in its desire to evacuate Austria, while 
the others, including the Austrian Government, are only humour- 
ing public opinion while knowing full well that before they can 
agree to the withdrawal of the occupation armies they would first 
have to obtain such guarantees as the Soviet Union would be quite 
unwilling to give. 

General Bethouard’s idea of a neutrality statute for Austria may 
sound attractive in Innsbruck or Paris, but face to face with the 
Red Army in Vienna the average Austrian prefers to trust to the 
presence of Western soldiers to uphold the measure of sovereignty 
which he enjoys, the freedom of the press, and his safety in the 
Western and international sectors. No amount of day-dreaming 
about becoming a ‘Switzerland on the Danube’ or official state- 
ments about Austrian neutrality in the cold war between East and 
West can disguise the fact that Austria has chosen the West, and 
that not only for material reasons. 

To say this is not to betray any confidences; the Russians know 
it better than any one else. The General Election in 1945 and the 
factory council elections in 1946 and 1947 have demonstrated the 
insignificance of the Communist Party in Austria, and nothing 

short of the expulsion of the Western Powers from Vienna will 
render it possible for the Russians to make Eastern Austria con- 
form to the neighbouring ‘People’s Democracies’. How to iron out 
that awkward bulge which juts inconveniently into an otherwise 
compact bloc between the Eastern Baltic and the Adriatic has been 
worrying them for quite a long time, and in Austria, as in Germany, 
they considered it safest to start by accusing the other side of what 
was in their own minds, namely, the intention of splitting the 
country. A report in an obscure German weekly of a secret con- 
ference stated to have taken place last autumn in a Carmelite 
monastery in Wiirttemberg provided the cue for a press campaign 
started by Pravda and taken over by the Communist press in 
Austria and elsewhere. According to this report, prominent Ger- 
man politicians and church leaders discussed with Austrian 
representatives at this meeting the creation of a so-called Danubian 
Federation which was to be a Catholic anti-Communist State incor- 
porating the Catholic’parts of Southern Germany and the British 
and American zones of Austria, in case the London Conference of 
Foreign Ministers failed to reach agreements on Germany and 
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Austria. While it must be conceded that such a Catholic South 
German League has long been the hope of some anti-Prussian 
conservatives in Bavaria, it is a scheme so completely unattractive 
to Austrians today, after seven years’ experience of union with 
Germany, that one marvels at the persistence with which this 
‘revelation’ continues to be retailed. Needless to say, both the 
Austrian Government and the political parties disclaimed any 
knowledge, or approval, of either the conference or the proposed 
federation. 

Also following the German pattern was the attempt, shortly 
after the first Berlin try-out on similar lines, to restrict Allied 
movements and communications. It started innocently enough 
with a Russian request to the Americans to move from the Soviet 
zone the automatic radio control station used by them in connec- 
tion with air traffic to Vienna. This station was established over a 
year ago by agreement with the Soviets to prevent any violation of 
the 12-mile-wide air corridor into Vienna. Next came an attempt 
to check the movement of troops between the British zone and 
Vienna; in addition to the ‘grey pass’, passports or identity cards 
with photographs were demanded by Russian guards. As a result, 
military trains were held up and road transport came to a stop, and 
even dispatch riders with army and diplomatic mail-bags were 
turned back from the airport at Schwechat, which is in the Russian 
zone a few miles outside Vienna. ‘Then attention was switched to 
the American airport, which was cut off from Vienna by several 
road blocks, and back again to Schwechat where Vienna-bound 
travellers were prevented from leaving, and intending passengers 
prevented from reaching, the airport. It is not surprising that this 
war of nerves—a foretaste of things to come should the temperature 
of the cold war rise—caused some excitement in Vienna, but the 
determination of the British and Americans not to give in on this 
issue forced the Russians to shift their ground and to accuse the 
Allies of using their airports for commercial purposes, contrary to 
the agreement. 

As in Berlin after the first attempt, this tactic of pinpricks was 
soon abandoned, but it is hardly surprising that the Viennese are 
hoping for an Allied promise, similar to the one given to Berlin, 
that Britain and America will on no account allow themselves to be 
forced out. Despite the new régimes all round Austria, and in spite, 
too, of blunt Communist hints (e.g. statements such as that of 
Koplenig, the Communist leader, to the effect that ‘. . . the Ameri- 
cans will eventually leave and the People’s Democracies will 
remain .. .’), Vienna is nevertheless solidly democratic, and it is 
idle to ask in whose interest it would be if Austria were to be par- 
titioned. Yet the passing in April of a constitutional amendment 
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which empowers the oldest Member of the Austrian Parliament to 
convoke, and preside over, a meeting of the House in case the three 
elected Presidents are prevented from attending, and an act by 
which the Chancellor deputizes for the Federal President if he is 
prevented from carrying out his duties for more than twenty days 
measures which have their justification in the constitutional 
history of the first Republic—were made the occasion in April for a 
great attack by the Communists on the Government parties. These, 
they said, were ‘puppets of the foreign imperialists’, and would 
‘agree even to the partition of Austria and to the uniting of her 
Western provinces to Western Germany’, and in that case, of 
course, they would want a rump Parliament in Western Austria. 
\lthough, taking the long view, the presence of Allied troops is 


| in Austria’s interest, the need for the protection they afford is not 
\ustria’s fault, and considering her economic plight the imposition 
of occupation costs would seem difficult to justify. Recently the 


Allied Council fixed those costs for 1948 at 600 million Schilling, to 
be distributed equally among the four Powers, a sum which 
amounts to 10°5 per cent of the Austrian Budget. Even allowing 
for the fact that this is well below the limit set by the Control 
| Agreement of 1946—15 per cent—and that at one time the charges 
amounted to 35 per cent of the Budget, the protest against the 
proposed charges, which the Austrian Government put forward in 
a Note of 20 May, met with a sympathetic response from two of the 
Powers. The Americans pointed out that since the agreement of 
June 1947 under which they are in Austria as ‘paying guests’, they 


have not only not drawn their share of costs, but have actually 
tarted repaying their former allocations of Austrian money. 
ritain, while unable to go so far, has promised to keep the ques- 
f how further to reduce the cost of the occupation under 
constant review. In the meantime General Galloway has issued 
new directives to the forces in Austria, pointing out that the time of 
ilitary requisitioning and close supervision of the Austrians is 
ast, and that the forces’ requirements must be cut so as to approxi- 
te their own comfort and amenities to that of the Austrian 
people. Schools are to be reinstalled and still more houses vacated 
|, as a fine gesture, Sch6nbrunn Palace has been handed back 
to the Austrian Government. Not surprisingly, the Austrian Note 
as rejected by the Russians, who are the main beneficiaries of the 
ccupation régime; according to American figures, of the $.3,200 
llion already paid by Austria, Russia has received S.1,800 
million, and this in addition to the immense requirements in kind 
heir large army. 
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instrumental in keeping it alive and placing its economy on a sound 
footing. Figures compiled by the Economic and Finance Division 
of the British Element’ show that, despite the trebling of Austria’s 
visible and invisible exports between 1946 and 1947, there is an 
adverse balance of payments of some S.2,050 million; in other 
words, Austrian exports have paid for only one-third of her 
imports. The deficit was, of course, covered by foreign aid, one 
quarter of which came from UNRRA, one half from the 
U.S.A., S.380 million from Britain, and the rest from relief 
organizations. British aid, under the British 1947 {10 million 
Fund, though on a more modest scale than the American contri- 
bution to Austrian recovery, has enabled Austria to buy much- 
needed agricultural goods such as seeds, insecticides, and fertilizers 
as well as food, machinery, and medical supplies; but, while con- 
tracts placed amount to 98 per cent of this sum, there are still a 
good many orders outstanding for machinery and goods for 
industrial development. The United States can claim that 22 per 
cent, or 19,300 units, of machinery working in their zone are their 
own contribution; and as for food, they have supplied roughly two- 
thirds of the rations distributed in recent months—a fact which is 
duly noted on the back of each of the monthly ration cards. Large 
pictorial posters inform the public that four out of every five loaves 
of bread they eat are the present of the United States to the Austrian 
Government, which can use the money received for it for its own 
economic plans. 

This policy of self-advertising would be objectionable anywhere 
but in Austria, where it is directed against an element which not 
only denies that very real help is given by the West, but does its 
best to extract as much as possible from an already impoverished 
country. U.S.1.A., the administration of Soviet- occupied enter- 
prises, controlling some 250 factories and numerous estates, farms, 
and tenement houses, forms a State within the State. It deprives 
Austria of the products of Austrian labour and uses up her raw 
materials; in 1947, for instance, 15,400 tons of oil had to be 
imported from America, while approximately 60 per cent of 
Austria’s oil production was taken away by the Russians. What 
U.S.LA. does not export, either to Russia or to her satellites, it 
sells in the black market or its own ‘grey market’ for the workers it 
employs. It imports American luxury cars for its directors, paid for 
by Austrian labour, and train-loads of American cigarettes for the 
black market, while treating its employees in such cavalier fashion 
that even the Communists have of late joined the chorus of its 
critics. For the truth is that Austria is still in a seriously im- 
poverished condition; despite its generosity, Western aid is not 

1 See the Monthly Bulletin of Austrian Statistics, January 1948. 
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sufficient to justify any sense of complacency. People still exist on a 
normal consumer’s ration of 1,700 calories a day; in the last 
quarter of 1947 70 per cent of Vienna’s school children were found 
to be under-nourished, and nearly half of them seriously so; 
thousands of people still have to live in ruins or damp cellars, 
without proper clothing or footwear; old people die of hunger and 
children for lack of medicaments such as streptomycin, which 
cannot be bought abroad for lack of foreign currency. Austrian 
agriculture in 1947 produced only 36 per cent of the food issued in 
rations—less than half of what it marketed in 1937—and industrial 
production was down to 71 per cent in the basic industries and 
50—6o per cent in the light industries, as compared with ten years 
ago. 

But this is not the whole story. Comparisons with 1937 have 
only a limited validity, for in the meantime a destructive war has 
deprived Austria of thousands of factories and houses, tons of 
valuable machinery, and miles of railways and roads, and still keeps 
her short of such raw materials and fuels as she used to import 
freely. A comparison of production figures for 1946 and 1947, 
however, gives a better picture of the rate of progress and the pluck 
of a sorely pressed people. Thus by December 1947 the output of 
pig iron had risen by 381 per cent, of crude steel by gt per cent, of 
rolled steel products by 95 per cent, and the value of exports by 
284 per cent, as compared with the corresponding figures for 1946. 
These figures bear out the impressions of any visitor to Austria to- 
day who notes the great progress made in the last twelve months; 
the apathy has gone, private and public enterprise is looking up, 
municipalities are rebuilding ruined homes and restoring disorgan- 
ized social services, and in many directions there are certainly 
grounds for cautious optimism. 

This upward trend has been particularly marked since Decem- 
ber 1947, the date of the currency reform by which the note cir- 
culation was roughly halved and bank and savings accounts 
reduced to about one-third—an over-all reduction from $.27,000 
million to just under S.10,000 million. It was probably the most 
successful of all post-war currency reforms, and its disinflationary 
effects are bearing fruit today. The Austrian Schilling has found 
its level again in international trade; it has become scarce in Aus- 
tria, which means that prices have come down and are still being 
reduced, and farmers and other producers are regaining their con- 
fidence in the currency and sell more and more of their goods 
through the official channels. The leaders of organized labour, 
rather than set in motion the spiral of rising wages and prices, have 
agreed to a wage stop, on condition that the currency reform is 
followed by a capital levy on war and post-war profits and a review 
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of the whole position of credit policy. Considering all the circum- 
stances, then, it may fairly be said that Austria is making very 
good use of such help and encouragement as the West can 
offer her. 


K. R. 5S. 


CONSTITUTIONAL EVOLUTION 
IN BRAZIL 


HE Brazilian Constitution of 24 February 1891, the first to 
be promulgated after the proclamation of the Republic on 
15 November 1889, remained in force for forty-three years. Dr 
Getulio Vargas, during his fifteen years as President, promulgated 
two substitutes: the first, drafted by a Constituent Assembly 
elected in May 1933, was proclaimed on 16 July of the following 
year; the second, dated 10 November 1937, was drawn up, in com- 
plete disregard of the 1934 Constitution, by Dr Getulio and his 
Ministers when he was preparing to close the Senate and Chamber 
of Deputies. It is a typical product of the dictatorship, repugnant 
to any democratic Government. The present Constitution, the 
fourth, was drafted by the Constituent Assembly elected in 
December 1945, after the Dictator had been deposed, and was 
promulgated on 18 September 1946. 


The Constitution of 1891 was a concise, liberal document of 


ninety-one clauses, which established the form of government and 
the principles on which it was founded, leaving the details to be 
evolved by future Administrations. It was based on the Constitu- 
tion of the United States of North America, the States being 
empowered to legislate on all matters not pertaining exclusively 
to the federal Government. 

The legislative power was vested in a National Congress, com- 
posed of Senate and Chamber of Deputies. The latter was made up 
of one Deputy for every 70,000 inhabitants in each State and in the 
federal district, elected for a term of three years. ‘The Senate was 
composed of three representatives from each State and the federal 
district, elected for nine years, one third retiring every three years 
and being replaced by the elected substitute. Elections were on the 
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basis of universal suffrage for all citizens over twenty-one, regis- 
tered in accordance with the law and not disqualified for specified 
reasons, such as illiteracy. 

The President of the Republic was elected by direct suffrage for 
a period of four years, and could not be re-elected for the term 
immediately following. He could be impeached by the Supreme 
Federal Court after the Senate or Chamber of Deputies had up- 
held an accusation against him of official misconduct or common 
crime. 

The judiciary power was represented by a Supreme Federal 
Court of fifteen judges and as many lower courts as Congress 
might decree. 

Brazilians and foreigners resident in Brazil enjoyed equal rights 
as regards liberty, personal security, and property. The expression 
of opinions and the exercise of religious rites were not restricted. 

Except that a few minor amendments were incorporated in the 
text in 1926, this Constitution remained in force until 1934. 

In 1930 a national crisis occurred. Public opinion had been 
incited against Government methods, many junior army officers 
were discontented or imbued with the spirit of reform, and certain 
State Governors nourished political ambitions. The defeat of Dr 
Getulio Vargas in the presidential elections, and doubts as to the 
accuracy of the published results, gave the signal for a revolution 
to break out in various parts of the country. It terminated in the 
victory of the rebels at the end of October 1930. Dr Washington 
Luiz was deposed, and Dr Getulio Vargas, Governor of Rio 
Grande do Sul and leader of the revolution, became head of the 
Provisional Government, with discretionary powers to ‘organize 
a new political order’ 

\ period of political and social upheaval followed. Extreme 
nationalist tendencies and a spirit of reform replaced the old easy- 
going tolerance. Fear and mistrust prevailed for a time, and all 
those who had been prominent under the previous régime suffered 
a temporary eclipse. A new race of politicians and a new social 
order came into being. 

[n this atmosphere, in May 1933, elections were held for a Con- 
stituent Assembly; a new Constitution was drafted, and promul- 
rated on 16 July 1934. 

‘he new statute was more a compendium of laws than a national 
Charter. It elaborated basic principles, but left the drafting of 
special laws to regulate their application to be done later. The 
profusion of details, sometimes contradictory, complicated the task 
of future legislators and administrators. 

"he federative republican form of government was retained, to- 
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gether with the autonomy of the States and municipalities, but 
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drastic changes were made in the composition and attributes of the 
federal Chambers. The legislative power was vested in the Cham- 
ber of Deputies, the Senate collaborating only in certain specified 
cases, and the National Congress was suppressed. 

The new Senate was composed of two, instead of three, repre- 
sentatives from each federal unit, elected for eight years. Its pri- 
mary functions were to co-ordinate the various federal departments, 
maintain administrative continuity, and guard the Constitution. 
When the Chamber of Deputies went into recess one half of the 
Senate remained in session as a permanent vigilance committee. 

The Chamber of Deputies was henceforward to consist of 
representatives of the people and of the professional associations, 
or trade syndicates. The former were to be in the proportion of one 
to every 150,000 inhabitants in each federal unit, up to a maximum 
of twenty, and one to every 250,000 beyond that limit. The pro- 
fessional representatives were to number one fifth of the people’s 
representatives. They were elected by the associations, which were 
divided into four groups: agriculture and cattle breeding; industry; 
commerce and transport; liberal professions and public employ- 
ees (civil servants). The number of Deputies representing the first 
three groups must equal at least six-sevenths of the total, and each 
of these three groups must elect an equal number of Deputies 
representing employers and employees. 

A Court of Appeal and a Supreme Electoral Court were created, 
the latter to deal with all matters concerning elections. 

The chapter concerning the economic and social order shows 
clearly the tendency towards nationalism and social reform. The 
Union was empowered to monopolize any industry or economic 
activity in the public interest, also to nationalize deposit banks and 
insurance companies. Concessions to exploit mineral resources 
could only be granted to Brazilians or to companies organized in 
Brazil. Foreigners might not own newspapers or hold shares in 
them; they could not own or command Brazilian ships, or exercise 
liberal professions. The percentage of foreign employees allowed 
in any enterprise was restricted, and public service corporations 
must constitute their boards with a majority of Brazilians, or dele- 
gate powers of administration exclusively to Brazilians. 

Trade syndicates and professional associations were recognized 
legally, and the former were declared autonomous. The principles 
of labour legislation and social assistance were set out in detail, and 
Labour Courts were instituted to deal with questions between 
employers and employees. 

According to the Transitory Provisions of the Constitution, the 
Constituent Assembly, on the day following the proclamation of the 
Constitution, had to elect the President of the Republic for the 
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ensuing presidential term, to expire on 3 May 1938. The election 
was by secret ballot, and no candidate was ineligible. 

The result was a foregone conclusion, and Dr Getulio Vargas 
was confirmed as President of the Republic until May 1938. The 
Constituent Assembly then split up into Senate and Chamber of 
Deputies, and, in appearance at least, constitutional government 
was restored. But the country was not satisfied, and a period of 
intense unrest followed. Ministers were appointed and dismissed. 
Several prominent leaders of the 1930 revolution fell into disgrace 
and retired from the political stage, or were sent on foreign mis- 
sions. The political machine moved slowly, hampered by con- 
flicting State and private interests. 

In 1935 the National Liberation Alliance was founded, and 
united the President’s opponents in one body, irrespective of 
political opinions. It included members of the Brazilian Com- 
munist Party, which then numbered 5,000. In November a minor 
revolution of Communist origin broke out and was easily sup- 
pressed. As a result the Constitution was amended to enable the 
Government to suspend constitutional guarantees during a state of 
siege, proclaimed owing to grave internal commotion. Many 
arrests were made, and a period of outward calm ensued, with 
increasing turmoil beneath the surface. Parliamentary business was 
obstructed and administration hampered by passive resistance. 

To ease the situation Dr Getulio Vargas, assisted by his Minis- 
ters, drafted a new Constitution, specially adapted to the circum- 
stances, and proclaimed it on 10 November 1937. It limited the 
autonomy of the States, enlarged the powers of the President of 
the Republic, who was proclaimed the Supreme Authority of the 
Nation, and restricted the powers of the Chamber of Deputies. 
Future elections were to be by indirect suffrage, and the number 
of Deputies was limited to ten for each State. The Senate was 
replaced by a Federal Council, consisting of one representative for 
each State and ten members appointed by the President. Parlia- 
ment remained in session during four months each year, and could 
only be convoked by the President. Its members were only 
immune from arrest during sessions. 

Still more striking departures from democratic principles were 
displayed in the Transitory Provisions. These ruled that the new 
Constitution would be submitted for approval to a national plebis- 
cite, to be proclaimed by the President of the Republic; that the 
new presidential term began on the date of the Constitution; that 
the mandate of the actual President was renewed until after the 
plebiscite; and that the mandates of the State Governors were sub- 
ject to presidential approval, failing which they would be replaced 
by a federal Interventor, appointed by the President. Within sixty 
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days from the date of the Constitution any public employee or 
military officer whose removal was considered advisable could be 
retired on pension. The Chamber of Deputies, the Senate, the 
State Legislative Assemblies, and the Municipal Councils were 
dissolved until new elections could be held, after the afore- 
mentioned plebiscite. Finally, a state of emergency, of indefinite 
duration, was declared throughout the country. 

The effect of the new Constitution was to confirm Dr Getulio 
Vargas as head of the Government for as long as he chose, or was 
allowed, to continue. It provoked alarm and indignation among the 
conservative classes and a widespread feeling of unrest. That he 
remained in power for eight years longer was due to the support of 
the armed forces, the sympathy of the masses, to whom he had 
given an efficient code of social laws, and not a little to the second 
world war. The general situation precluded domestic upheavals, 
business was booming and salaries were high. Public opinion was 
overwhelmingly in favour of the allies, and when Brazil declared 
war against Germany on 22 August 1942, the nation rallied around 
the Government. 

But after 7 May 1945, when Germany surrendered, the demand 
for elections grew insistent. In October it became evident that Dr 
Getulio Vargas was preparing another ‘coup’ to maintain himself 
in power, whereupon the military leaders intervened and forced 
him to resign. Elections were held in December, General Enrico 
Dutra became President of the Republic, defeating Brigadier 
Eduardo Gomes, and a Constitutent Assembly met to draft a new 
Constitution, which was promulgated on 18 September 1946. 

The new Constitution is definitely democratic in character, 
follows closely the lines of that of 1891, and was hailed with relief 
by an overwhelming majority of Brazilians. It restricts the powers 
of the President of the Republic, who is no longer styled the 
Supreme Authority of the Nation, re-establishes the balance be- 





tween the executive and legislative powers, revives the Senate, and | 


restores the autonomy of the States and Municipalities. 

The legislative power is now again vested in the National Con- 
gress, comprising Senate and Chamber of Deputies. Congress 
remains in session during nine, instead of four, months each year, 
thereby reducing the period during which the President may act 
freely in certain matters, and it can be convoked by one-third of 
the Members of either Chamber, as well as by the President. ‘The 
Chamber of Deputies is composed exclusively of representatives 
of the people, elected on the system of proportional nepecsemtation 
by the States, the Federal District, and the Territories for a period 
of four years. Professional syndicates or corporations are not re- 
presented in Parliament, as they were to have been under the 1934 
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Constitution. ‘The Senate is composed of three representatives of 
each State and of each Federal District, elected on the majority 
principle for a period of eight years. Elections by indirect suffrage, 
and the President’s prerogative to appoint personal representatives, 
instituted by the 1937 Charter, have been suppressed. Finally, the 
immunity of Senators and Deputies from arrest or legal proceed- 
ings is maintained throughout the terms of their mandates. The 
former limitation of immunities to the four months in which Con- 
gress was in session placed a strong weapon in the hands of an 
arbitrary Government. 

By the terms of the new Constitution the President is elected for 
five years, and cannot be re-elected for the term immediately 
following. He and his Ministers may be impeached before the 
Chamber of Deputies, and if the charge is upheld by an absolute 
majority he, or they, may be sent for trial before the Supreme 
Federal Court or the Senate, according to whether the accusation 
is of common crime or official misconduct. Ministers of State are 
held responsible for the Acts they sign, either jointly with the 
President or by his orders. 

(he chief objections to the new Constitution are of an economic 
order. It imposes heavy financial obligations on the Union each 
year for social services, regardless of the circumstances. Some of 
these are inopportune during a period of inflation. It authorizes 
the Union to monopolize any industry in the public interest, and 
the rapid expansion of the State’s economic activities during the 
past two years has caused alarm, as its administration of such activi- 
ties has not been very successful. Business men are disturbed by 
the trend of social legislation which, at the present stage of the 
labourer’s political and social development, tends to undermine 
discipline and increase absenteeism, lowering the rate of pro- 

iction and increasing costs. Further, under the new Constitution, 
in addition to annual paid holidays the employee is entitled to pay- 
ment, without working, on Sundays and national feast-days 
amounting to seventy days annually, and to participation in the 
profits of his employer’s business. The supplementary laws to 
regulate these matters and many other constitutional precepts 
have, however, not yet been approved. 

\part from these objections few adverse criticisms of the new 
stitution are heard. It provides for numerous social services 
) improve conditions and raise the standard of life in rural dis- 
tricts. National education is brought under federal jurisdiction, 
and will conform to a general law to be based on the principles of 
iberty and humanity. Primary education is obligatory and free, 
and higher education is free to those of limited resources who pos- 
ess the necessary ability. Private tuition is not excluded, but must 
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conform to the general law. Religious instruction is optional. 

Opinions may be expressed freely in publications and on the f_ 
platform. ‘The former are not subject to censorship or prior licence, 
the only restriction being that they may not spread propaganda of 
war, of racial or class prejudice, or of violent measures to subvert 
the social or political order. The sudden restoration of the free 
expression of opinion after many years of suppression led tempor- 
arily to abuse. Criticism of the President and his Ministers occa- 
sionally exceeded the limits of good taste, but no official reaction 
followed. Certain Communist newspapers were, however, sus-f/ 
pended or suppressed for flagrant violations of the constitutional 
clause regarding propaganda. In some northern States, where old- 
established practices die slowly, newspapers occasionally indulged 
in exaggerated attacks on the local administration, and suffered the 
usual consequences. But such incidents are not important. Retalia- 
tion is often invited in order to discredit the authorities, and pro- 
vide grounds for an appeal to the Federal Government. In 
Alagoas, Piauhy, and Goyas serious disputes have broken out at 
various times between the Governors and the legislative or 
judiciary powers, and the President has been asked to decree} 
federal intervention. In accordance with the Constitution of 1946 
the Federal Government may intervene in the States to uphold the 
Administration, re-organize the finances, and ensure the observ- | 
ance of constitutional principles. Subject always to the approval off” 
Congress, the President may decree intervention at the request of 
the Supreme Federal Court, the High Electoral Court or the 
Legislative Power, according to the circumstances. It is an extreme 
measure which a democratic Government only sanctions as a last 
resort. General Dutra avoided it by sending personal emissaries to 
each of the States concerned, and peace was restored by persuasive 
methods. 

The re-opening of the Senate and Chamber of Deputies after 
fifteen years of virtual dictatorship was marked by confusion and¢| 
bitterness. Many of the people’s representatives were new to! 
politics and ignorant of parliamentary procedure. Of the experi} 
enced politicians several had suffered humilitation under the 
previous régime, and a few had been its ardent supporters. The 
appearance of Dr Getulio Vargas in the Senate, where he repre- 
sented Sao Paulo, and of his followers in the Chamber of Deputies) 
provoked bitter recriminations. Confusion was caused by a 
excessive number of small parties in both Chambers, which owed 
their existence to the ease with which political parties were regis- 
tered under the electoral law of May 1945. Party interests and 
political ambitions were much in evidence. Scission was constantly 
occurring in hastily organized groups, and the majority party, the 
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Social Democratic Party, was not strong enough numerically to 
withstand the combinations made against it. ‘The Communists 
added systematically to the confusion and disorder, their organiza- 
tion and discipline giving considerable weight to a relatively small 
group which consisted of only one representative in the Senate, 
Luiz Carlos Prestes, its chief, and fourteen in the Chamber, with 
its 304 Deputies. (In the State Legislative Assemblies there were 
thirty-seven Communists in a total of 768 Deputies, eleven 
elected by Sao Paulo, and six by the State of Rio de Janeiro). 

In the Chamber of Deputies the Communists caused repeated 
disorders by their gross attacks on General Dutra and his Ministers, 
by their openly proclaimed allegiance to Russia, and by the system- 
atic obstruction of Government measures. In the Federal capital 
and other cities they created disturbances at public meetings, and 
penetrated the Councils of the Labour Syndicates, fomenting un- 
rest and strikes. When the Party was dissolved in May 1947, and its 
cells were closed throughout the country, the Communists elected 
to the legislative bodies continued to exercise their mandates. 
Under the terms of the Constitution they had become the repre- 
sentatives of the people who elected them, and no legal provision 
existed under which their mandates could be cancelled. A project 
for a National Security Law which would have solved the problem, 
and a Bill expressly drafted to do so, were held up owing to the 
manceuvres of the Communists, and to a fairly widespread feeling 
that their exclusion would be contrary to democratic principles in 
spite of their flagrant disregard of constitutional precepts. In the 
meantime parliamentary business became increasingly disrupted, 
and by the end of 1947 was almost paralysed, but the Social Demo- 
cratic Party then came to an understanding with the principal 
opposition group, the National Democratic Union, and the Repub- 
lican Party. These three agreed to support all measures of national 
importance, while maintaining their right to free criticism. The 
immediate result was the approval by 169 votes to 74 of a Bill can- 
celling the mandates of the representatives of any party declared by 
law to be illegal. It had the effect of excluding from the Federal 
Senate and Chamber of Deputies, from the State Legislative 
Assemblies, and from the Municipal Chambers, all those who had 
been elected as representatives of the extinct Communist Party. 
Only a very few Communists, nominated by other parties, retained 
their seats. 

Order was thereby restored in the Senate and Chamber of 
Deputies, and business was able to proceed normally. Minor Com- 
munist disturbances broke out at several points, but were quelled 
without difficulty. Considering Brazil as a whole, Communists 
represented 5 per cent of the electorate in January 1947, the 
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greatest number existing in the States of Sdo Paulo, Rio de Janeiro, 
Alagoas, and Rio Grande do Sul, where 12, 8, 6, and 4 per cent 
respectively of the electorate were Communists. They are a noisy 
minority, but their capacity for harm is at present not great, 
except perhaps in Sao Paulo. In this State, at the end of March they 
took advantage of the disturbed political situation to distribute 
pamphlets, urging the people to revolt against the Federal Govern- 
ment, who, they alleged, were about to intervene in the admini- 
stration of the State. The signatories, including Prestes, the Com- 
munist leader, were arrested, and are to be brought to trial before 
the Military Court, in accordance with the law. Several foreign 
agitators, who were distributing pamphlets among their nationals, 
have been detained and will presumably be expelled from the 
country. 

The political agitation at Sdo Paulo arises from a dispute be- 
tween the Governor, Ademar de Barros, and the Legislative 
Assembly, in which his opponents have obtained a majority. It is 
the culmination of an old quarrel with the Paulistas, dating from 
the time when Ademar was sent by Getulio Vargas to govern the 
State during a period of Federal Intervention. He is now accused 
of a long list of official and other misdemeanours, his resignation is 
loudly demanded, and the Federal Government has been asked to 
intervene. General Dutra, however, is not likely to sanction such a 
dangerous measure in the most important State of Brazil unless 
forced to do so. The three-party agreement has been invoked 
without much success, and the Minister of War has visited Sdo 
Paulo to confer with the Governor and suggest measures for 
settling the dispute without Federal intervention. 


R. G. W. 


ERRATUM 


In ‘Reconstruction in Japan’, in the July issue, p. 296, line 9, 
for ‘restriction’ read ‘restoration’. 
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